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DIRECT TESTIMONY OF

DR. DOUGLAS H. CARLISLE

FOR

10
11
12
13
14
15
16
17

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2013-201-WS

IN RE: APPLICATION OF UTILITIES SERVICES OF SOUTH CAROLINA, INC.,

FOR ADJUSTMENT OF RATES AND CHARGES AND MODIFICATIONS OF

CERTAIN TERMS AND CONDITIONS FOR THE PROVISION OF WATER

AND SEWER SERVICE

18 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

19 A. My purpose is to recommend the appropriate range for return on equity for

20 Utilities Services of South Carolina, Inc. ("USSC" or "the Company"). I will present my

21 conclusions snd their bases for the appropriate return on equity for USSC.

22 Q. WHAT STANDARDS GOVERN RATE OF RETURN?

23 The Supreme Court of the United States set standards in two landmark decisions.

24 In the first case, involving a water company, the Court declared:

25
26
27
28
29
30
31
32
33
34
35

A public utility is entitled to such rates as will permit it to earn a return on
the value of the property which it employs for the convenience of the
public equal to that generally being made at the same time and in the same
general part of the country on investments in other business undertakings
which are attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. The return should be
reasonably sufficient to assure confidence in the financial soundness of the
utility and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its duties.'

Bluefield Water Worits dt Improvement Company. v. Public Service Commission of West Virginia, 262 U.S. 679,
692-3 (1923).
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This decision, the Bluefield decision was later reinforced by the decision in

2 another case, Federal Power Commission v Ho e Natural Gas Com an

3

4
5

6
7

8

9

10
11
12

13 Q. DOES

[T]he fixing of "just and reasonable" rates, involves a balancing of the
investor and consumer interests.... From the investor or company point of
view it is important that there be enough revenue not only for operating
expenses but also for the capital cost of the business. These include
service on the debt and dividends on the stock..... By that standard the
return to the equity owner should be commensurate with returns on
investments in other enterprises having corresponding risks. That return,
moreover, should be sufficient to assure confidence in the financial
integrity of the enterprise, so as to maintain its credit and atlract capital.

USSC HAVE TRADED COMMON STOCK?

14 A. No, its stock is entirely held by Utilities, Inc. of Northbrook, Illinois, which also

15 has no publicly traded stock. Utilities, Inc. was purchased by Corix Utilities in 2012.

16 Corix is owned by the British Columbia Investment Management Corporation.

17 Q. IF NEITHER THE COMPANY NOR ITS PARENT HAS TRADED STOCK, HOW

18 DID YOU PERFORM YOUR ANALYSIS TO RECOMMEND A RETURN ON

19 EQUITY?

20 A. To develop a fair rate of return recommendation for USSC, I evaluated the return

21 requirements of investors on the common stock of two groups: publicly held water and

22 sewerage service companies and a Comparable Earnings Model ("CEM") group. I then

23 applied to the first group, two well-known and generally accepted methods for

24 determining a recommended return on equity, the Discounted Cash Flow ("DCF") Model

25 and Capital Asset Pricing Methods ("CAP-M"). I applied the CEM to the CEM group.

26 Q. WHY DID YOU EXAMINE DATA ON COMPANIES WITH TRADED STOCK?

Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944).
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1 A. First, USSC has asked to be treated as a publicly traded company by applying for

2 a rate-based return-on-equity proceeding. Second, publicly traded water utilities are,

3 after all, in the same line of business as USSC and so share similar risks. Third, data is

4 far more readily available about publicly traded companies, so it is practical to use them.

5 Q. HOW DID YOU SELECT THESE COMPANIES AND GROUPS?

6 A. For my DCF analysis I selected those companies classified as "water utilities" by

7 Value Line or by Yahoo! Finance that engage in water distribution to customers and

8 obtain most of their revenues from utility services. For my CEM analysis I selected

9 companies with comparable P's to those of the companies in my DCF Proxy Group.

10 Q. WHAT CAPITAL STRUCTURE DID YOU USE FOR YOUR ANALYSIS OF

11 USSC?

12 A. I used the structure in Ms. Pauline Ahem's testimony at Exhibit PMA-I,

13 Schedule I, but not the cost rates. The Company's debt is higher than it would appear at

14 first glance. The reason for this is Utilities, Inc.'s interest-only borrowing. Effectively,

15 interest has been accumulating and will form a new basis to be repaid, so it acts like

16 principle. I will discuss the ramifications of the interest-only loan later in my testimony.

17 Q. WHAT IS THE MOST IMPORTANT OVERALL CONSIDERATION IN

18 DETERMINING AN APPROPRIATE RETURN ON EQUITY?

19 A.

20

21

22

23

Determining comparability is the most important consideration. Under the

Comparable Earnings Model, which I use, there is a set of assumptions about production

and capital inputs. Under all other models, there are various assumptions about risk and

these models all focus on adjusting risk to ascertain what companies are comparable to a

regulated utility. As a preliminary step, each of these risk-adjustment models identifies
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1 some benchmark or standard that is reasoned to be central to investors'hoices. For

2 example, under the DCF, the stream of benefits or cash-flow trom dividends, is central.

3 Under the CAP-M, the Risk-Free Rate ("Rf") takes center stage. I will discuss these

4 methods in more detail individually, later in my testimony.

S g. WHAT IS THE ROLE THAT ASSESSING RISK PLAYS IN ESTIMATING A

6 FAIR RETURN FOR USSC?

7 A. For any regulated utility, one must determine the risks that the company faces in

8 order to estimate a fair return. An appropriate return reflects the return investors require

9 to incur the risk that they face. Economic principles dictate that the higher the risk, the

10 higher the expected return. So too, the lower the risk, the lower the required return. A

11 fair return, then, compensates investors proportionately to the risk they face. A fair

12 return balances investors'nd customers'nterests. Too high a return places a burden on

13 customers and over-rewards investors. Too low a return places too high a burden on the

14 utility.

15 ~DCF A I

16 g. WHAT IS THE BASIS FOR THE DCF MODEL?

17 A. This model's basic premise is that investors value stocks based on the stream of

18

19

20

21

22

23

cash flows they can enjoy for the indefinite future and that the only certain flow of cash is

the value of dividends received. The DCF is a perpetuity, so cash must flow indefinitely;

therefore, in the long run, dividend growth cannot exceed company growth. If dividends

grew faster than the underlying company growth, the dividend would eventually become

unsustainable and the model's basic assumptions would be violated. The growth in

dividends, therefore, cannot exceed the growth in earnings. In fact, all indicators of
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1 growth must, in the long run, grow at rates compatible with each other. The DCF model

2 is expressed by this formula:

K = D 1/Po + g;

where K = cost of equity capital (ROE); Dl —— current yearly Dividends per Share

("DPS"); P0 = purchase price; and g = growth.

6 Q. HOW DO YOU TAKE INTO ACCOUNT THE ASSUMPTIONS ABOUT

7 GROWTH IN YOUR ANALYSIS?

8 A. There are several steps for applying the assumptions of the DCF Model. Each

10

12

14

16

17

18

19

20

21

22

23

strategy, in logical order, points to the next.

First, the DCF is a long-term model, so some temporary departures &om a

straight-line estimate of ROE are to be expected. This reasoning implies that having

several indicators of growth is better than having just one. My analysis uses four

indicators: l) Earnings per Share ("EPSo) (Exhibit DHC-2); 2) Book Value per Share

("BVPS") (Exhibit DHC-3); 3) Revenue or Earnings (Exhibit DHC-4); and, 4) Dividends

per Share (Exhibit DHC-5).

Second, my analysis adheres to a steady-state model by using several periods to

calculate historical trends and to dampen any temporary divergences. This method

provides a more reliable guide to long-term growth. For that reason, I have used three-

five- and ten-year averages/means and medians. This approach lessens the impact of any

transient phenomena. Such reasoning appeals to common sense. For example, an

investor would need some convincing evidence to believe that a company whose eanungs

and book value having been growing at 5% would suddenly grow at 25%. On the other

hand, true departures &om the trend have to be recognized.
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Third, my approach recognizes the importance of analysts'pinions. Although it

2 might seem that analysts make their living discovering new trends or departures from old

3 ones, their predictions also moderate analyses based strictly on historical data and add

4 some balance to the estimation of growth. Investors know about analysts and may

5 consult them and be influenced by estimates.

6 Q. HOW DOES YOUR DCF ANALYSIS CONFORM TO THE MODEL WITH

7 REGARD TO THE OTHER TERMS OF THE BASIC DCF EQUATION?

8 A. The term, Dl/P0 finds a simple expression as Dividend Yield. A very narrow

10

12

13

14

15

16

17

18

19

20

21

22

23

interpretation of the formula would insist upon using a price from the previous year and

determining the yearly dividend paid as of a year later. Investors know aboutcompanies'istories
of dividend increases, however; and they expect increases if a company has a

history of increasing dividends. Companies announce their intention to maintain or

increase their dividends during the year and price data tends to be an average of prices

over time (as in Exhibit DHC-9), so the current dividend yield reflects what has happened

leading up to the current moment. Thus the problem with the dividend yield is not

knowing what it is at a given moment, but rather that investors expect it to grow. Since

investors know that any given company may announce an increase in its dividend in the

upcoming twelve months after the dividend yield information is available, a simple

convention to recognize such possible increases is to multiply the yield by half-again the

growth rate, producing this modified equation:

K = ([D t/P0]*(I+(1 g)]) + g

While this equation may seem to violate the assumptions of the DCF by having

dividends outpace growth or by restricting dividends to a growth rate below companies'
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1 growth rates, in fact it is consistent with the model. Expectations of growth are simply

2 applied to dividend yield in this equation. Dividend yield is brought into balance with

3 growth, because expectations are incorporated into both parts. The difference between

4 how expectations are incorporated is that, for growth, they are incorporated in the

5 development of the "go number, whereas, in the dividend yield, they are incorporated in

6 the equation itself.

7 Q. WHAT DOES YOUR DCF ANALYSIS INDICATE?

8 A. My DCF analysis indicates that the appropriate ROE for the Company is 9.60%.

9 This number came partly &om increased future dividends and dividend yields, partly

10 pushed by changes in capital gains, but also came &om the steady rate of increase and

forecasted rates of increase in Sales, BVPS, and EPS (Exhibit DHC-6).

12 As discussed earlier, the effect of using multiple periods dampens the recent

13 three-year trend EPS, which would have produced excessively high ROE's, had it been

14 used alone. The long-term growth is slower than the short-tetm growth. The latter shows

15 a sudden jump, and the median result shows that the greatest jumps came &om the larger

16 companies. The two largest companies, American States Water and American Water

17 Works, had the highest gains in EPS, followed by SJW Corporation and another large

18 company, Aqua America. All of these EPS results are shown at Exhibit DHC-2, p.2 of 3.

19 ~CEM A 1

20 Q. WHAT IS THE BASIC PREMISE OF THE CEM?

21 A.

22

23

This Model focuses on the costs of goods and services that generate earnings. For

this reason, CEM analyses look at changes in book value. Changes in book value

indicate a greater capacity to produce.
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1 Q. WHAT ARE THE MAJOR CONSIDERATIONS IN IMPLEMENTING THE CEM

2 AND HOW DID YOU ADDRESS THEM?

3 A. The Model does not indicate a single approach to ascertaining what is comparable

4 and so analyses often look at great quantities of data over long periods of time. Analyses

5 may use whole sectors of the economy, several sectors of the economy, or even stock

6 indices and show several decades of results. While such approaches mitigate threats to

7 the Model, there is no single standard for comparability; and so conclusions from the data

8 tend to be judgmental. Although there is nothing wrong with applying judgment to

9 interpret results, I have elected to use a more formulaic approach in order to make my

10 analysis more transparent.

The standard I used to select comparable stocks was the range of P that Value

12 Line provides for the companies in my DCF Proxy Group. Leaving aside academic

13 arguments about its predictive value, P has intuitive appeal because stocks whose prices

14 vary in the same manner as those of traded water and water and sewer companies

15 probably have something in common with regard to their earning capacity. To further

16 ensure comparability, I selected only stocks whose P's for ten years did not stray very far

17 out of the range of my DCF Proxy Group's. This approach produced a CEM Proxy

18 Group that was fairly large — having 137 companies — and that covered several market

19 sectors (Exhibit DCH-13).

20 Q. HOW DID YOU APPLY YOUR RATIONALE AND PRECAUTIONS WITH

21 REGARD TO THE CEM?

22 A. I determined the P's of the utility companies'tocks composing my DCF Proxy

23 Group (Exhibit DHC-7). I then used Value Line's database to select companies whose
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1 P's fell within this range and eliminated companies in the financial services sector.

2 Removing financial companies was an application of judgment based on my conclusion

3 that such companies would either lag the overall market or enjoy large rebounds due to

4 the large role the financial sector played in the recession &om which our country is still

5 recovering. Either lagging or surpassing otherwise comparable companies would make

6 the financial companies atypical and reduce comparability.

Having obtained a variety of companies with comparable P's, I examined the ten-

8 year P-ranges of the companies. Since the overall market has a P of "I," it is logical that

9 the CEM Proxy Group should not contain any companies that were as risky as the overall

10 market, so I eliminated any companies that had reached that level, which is .15 above the

highest company in my DCF Proxy Group (Exhibit DHC-7). I placed a ten-year ti-floor

12 of less than .15 below the lowest company in my DCF Proxy Group. The selection

13 procedures produced a CEM Proxy Group of 137 companies with many different lines of

14 business among them.

15 Q. WHAT INFORMATION ABOUT THESE CEM PROXY GROUP COMPANIES

16 DID YOU OBTAIN?

17 A. I obtained the ten-year book value growth for each company and the Value Line

18 projected book value growth. I then calculated my CEM results &om this group, using

19 several different procedures.

20 Q. WHAT WERE THESE PROCEDURES AND WHY DID YOU USE THEM?

21 A. I first calculated the simple average or mean book value growth of the CEM

22

23

Proxy Group, but I was aware that a few companies had rather extreme values. As a

precaution against allowing a few companies to exert too much influence on the
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1 calculation, I included the median of the values and then calculated the average of the

2 mean and median growth in book value, for the historical ten-year period and for the

3 predicted growth (Exhibit DHC-13).

As a defense against variation in book value gmwth among different levels of P, I

5 divided the CEM Proxy Group into different tl-ranges — stratifying the Group — by taking

6 the mean and median of each range and then averaging the ranges. I averaged the

7 stratified and unstratified results. To reflect the distribution of P's within the DCF Proxy

8 Group, I weighted the stratified results. I averaged this result with the previous result.

The average of the historical and projected book value results is a 10.174/o

10 growth in book value. The average of the stratified historical and projected book value

11 results is 9.713'/o. These two results averaged together yield 9.943'/o. The average of the

12

13

weighted stratified calculation was 9.262'/o. Averaging this number with 9.943'/o

produces 9.603'/o, which is my CEM result (Exhibit DHC-13, p. 5 of 5). It should be

14 noted that stratification receives more emphasis using my procedure as a means of

15 ensuring comparability with water companies with traded stock.

16 Q. IS THIS METHODOLOGY BASED MOSTLY ON STRESSING THE

17 IMPORTANCE OF P?

18 A.

20

21

22

No. Although P plays a major role in the analysis, the CEM Proxy Group

contains a very wide diversity of companies, from IBM to PetSmart, &om Microsoft to

Johnson Sc Johnson. The CEM is influenced by several sectors of business, each with its

own characteristics apart &om how its stocks co-vary with the market. Furthermore, this

methodology stresses book value growth, as opposed to dividends or the hurdle- or

23 risk-&ee-rate.
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1 ~CAP-M A 1

2 Q. WHAT IS THE BASIC PREMISE OF THE CAP-M?

3 A. This model assumes that there is a knowable Rf, Market Rate of Return ("R "),

4 and Equity Risk Premium ("ERP"). In this respect, it belongs to a family of models and

5 methods for which a risk premium is central. The CAP-M uses the p statistic to adjust

6 the ERP for the risk ofparticular companies, sectors, or even portions of companies.

7 Q. HOW IS THE PREMISE REALIZED IN CAP-M ANALYSIS?

8 A. At the basic, general level, CAP-M uses the following formula:

K=Rf+(P *(Rm — Rf)),

10

12

Where K is ROE and the other notations are those I have discussed. The innermost

parentheses contain the ERP, which is adjusted for risk by p, with the assumption that all

risks not captured by P can be diversified away.

13 Q. WHAT ARE SOME OF THE ISSUES SURROUNDING THE CAP-M AND ITS

14

15 A.

16

17

18

19

20

21

22

23

APPLICATION?

There have been debates about whether P properly measures systematic risk, with

some researchers finding that it does not and others finding that it does. Some people

have taken issue with whether P should be adjusted, which is not an issue with my

analysis, since I use Value Line's adjusted p's. Another set of issues turns on whether

the R is properly measured by the source, SBBI (a.k.a. "the Ibbotson book") or whether

different periods of time should be used. Within that debate is another one on whether to

use the arithmetic mean ("simple average") or the geometric mean (or "compound annual

growth rate"). I use the latter because it reflects the long-term returns that stocks could

actually have brought an investor.
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Although those are the prominent debates, there is another issue concerning the

third term of the CAP-M equation, Rf. Although one could argue about whether highly

rated corporate bonds are truly risk-fee or whether one should use longer- or

shorter-term Treasury securities, such discussions are completely overshadowed by the

question of whether actions by the Federal Reserve Board have masked or distorted

market forces in such a way or in such a degree that the Rf has been unknowable.

7 Q. DO YOU BELIEVE THAT THE ISSUE WITH THE Rf IN THE CAP-M HAS

8 BEEN OVERCOME?

9 A. While it may have been a concern when the Federal Reserve initiated its "Twist"

10

12

14

15

16

17

18

19

20

policy of buying long-term Treasury securities, I believe that this concern is rapidly

disappearing. My reasoning is twofold. First, there are clear signs that the Federal

Reserve's policy is coming to an end, albeit a very gradual one, and there are definite

market responses anticipating the end of the policy. Second, it is possible that the policy

will end sooner for longer-term securities than for shorter-term ones. This second reason

is that the "Twist" policy came about later than the initial intervention and the market has

already anticipated an exit &om it as demonstrated by the increasing steepness of the

yield curve (see Exhibit DHC-I I). Since I consider the CAP-M to be more accurate

either when there is notable interaction between idiosyncratic risk and P or in the

long-run, recent reactions to the mere possibility of a slowing of Federal Reserve

purchases, sometimes called the "taper," indicate that it is not too soon to use the CAP-M

21 again.

'Beta Is Still Useful!" a paper byYexiao Xu and Yihua Zhao, School ofManagement, The University of Texas at
Dallas, November 2011 revision.
'avi Jagannathan and Ellen R. McGrattan, "The CAPM Debate," Federal Reserve Bank ofMinnea elis uarterl
Review, Vol. 19, No. 4, fall 1995, pp. 2-17.
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Atty f ' 't h pttdby~st Cl' ddthtthy

thought the Taper would begin this year . In other words, almost all of the economists

3 thought that Quantitative Easing — the Federal Reserve's purchasing of $85 billion per

4 month in Treasury and mortgage-backed securities — would begin to end this year. A

5 decrease in purchases of Treasury securities by the Federal Reserve will decrease their

6 price and increase their interest rates. With higher governmental rates, the hurdle that

7 corporate bonds will have to clear in order to attract investors will be higher, so it is

8 likely corporate bond rates will rise, too. For the CAP-M, the effect upon Treasury

9 securities is the more important and more direct effect of the termination of Federal

10 Reserve policy. Market forces will once again set the Rf, and we will have a good idea of

11 what the ERP is. In fact, the interest rates of Treasury bonds are already starting rise,

12 which indicates that the market is "pricing in" this upcoming change.

13 Q. HOW DID YOU PERFORM YOUR CAP-M?

14 A. For the Rf I used the projected 30-year Treasury bond yield, using a projection

15 fl pll f it d tdby~st Cl'. rt' tl k lfl

16 months into the future. It is currently 4.1% (Exhibit DHC-8). For the R, I used the

17 compound average growth rate for stocks as published in Stocks Bonds Bills and

18

19

20

21

22

tflti 2013. 3 sdth t f fl d il f p yi d bthi d

average (geometric mean or compound annual growth rate) of 11.1% (Exhibit DHC-8).

The ERP is the difference of these two numbers, or 7.0%. The average P for the water

companies in my DCF Proxy Group is 0.68. When one multiplies 7.0% by 0.68, the

result is 4.76%, which is the risk-adjusted ERP. This step is necessary because not all

Blue Chip Financial Forecasts, Vol. 32, No.g, August 1, 2013, p.14.
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1 equities are equally risky, so it is necessary to take into account how they vary with other

2 equities, which is what P measures. The calculation shows that a company comparable to

3 USSC should receive 4.76% above the Rf, which is 8.86% (Exhibit DHC-8).

4 Conclusion

5 Q. WHAT IS THE RANGE OF YOUR RESULTS?

6 A. The top of my range is 9.60%, my CEM and DCF results rounded to the second

7 percentile decimal, and the bottom ofmy range is 8.86%, my CAP-M result.

8 Q. DO YOU HAVE A RECOMMENDATION WITHIN YOUR RANGE, BASED ON

9 ANY SPECIAL CONSIDERATIONS THAT YOU BELIEVE APPROPRIATE

10 FOR EVALUATING YOUR RANGE?

11 A. I suggest that more weight be placed on the bottom end of the range. The parent

12 company undertook an expensive form of debt at rates that were above the market at the

13 time the debt was incurred and has shown no inclination to dilute that expensive rate.

14 Utilitim, Inc. cannot escape the debt by paying off earlier without being required to make

15 the lenders whole immediately and it has chosen to make significant payments by having

16 an interest-only phase of the loan. Undoubtedly, some portion of what the Company's

17 customers pay in their bills goes to pay the excessive interest incurred by the parent

18 company. Since the risk posed by this high rate did not arise because of any actions of

19 USSC, USSC's customers should not have to pay for it. Accordingly, I recommend the

20 lower end of my range.

21 Q. DOESTHIS CONCLUDEYOURTKSTIMONY?

22 A. Yes, it does.



EXHIBIT DHC-I
Page I of 6

Office of Regulatory Staff
Economic Overview

Utilities Services of South Carolina, Inc.
Docket ¹2013-201- WS

A Review of Some Major Events of the Recession and Recovery

Over the past five-and-a-half years, the United States has experienced dramatic economic

changes. The landmark for these changes was the March 2008 insolvency of Bear Stearns. The firm's

hedge funds held subprime mortgages with large losses, leading to its sale to J. P. Morgan Chase. The

trouble spread to major Wall Street firms that had loaned money on the basis of assets that turned out to

be worth less than thought. Falling prices of houses and equities reduced the wealth of households and

created uncertainty about the economy. The S&P 500 Index fell as much as 50% during 2008 and

housing prices fell 13% in the twelve-month run-up to the recession. A large number of banks and other

financial institutions had balance sheets that were suddenly deemed untrustworthy because they reflected

holdings of securities whose underlying value was tied to houses purchased with nontraditional

mortgages. The best known example of the sudden collapse in trust is the bankruptcy of Lehman

Brothers on September 15, 2008, the largest bankruptcy filing in U.S. history, with Lehman holding over

$600 billion in assets.

'hen

falling housing prices led to defaults and foreclosures, the value of corporate assets

suffered. Moreover, some financial instruments, such as credit default swaps, greatly magnified the

effects of declining value. Fannie Mae lost $29 Billion on Write-Downs. The Federal Reserve

announced that it planned to buy up $600 billion in debt and mortgage-backed securities from Fannie

"Lehman folds with record 613 billion debt". Marketwatch. 2008-09-15.
htt www marketwatch com news sto sto as x& uid= 2FESACOS-597A-4671-A205-
989FCC290520 &siteid=rss. Retrieved on 2008-09-15.
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Mae, Freddie Mac and Ginnie Mae, the three government-sponsored finance firms established to promote

home ownership.

As a result of steep drops in the value of assets and a dramatic drop in the willingness to lend, the

Federal Reserve began a series of cuts in the Federal Funds Rate, the rate at which it lends banks money,

starting with a half percent cut to 5.75% on August 16, 2007 and culminating in a drop on December 16,

2008 to a range between 0.0% and 0.25%. On November 10, 2008, the US Treasury announced

investment of 40 billion dollars in preferred stock of AIG. In the First Quarter of 2009, the Federal

Reserve purchased $ 1.25 trillion in mortgage-backed securities and $200 billion in agency debt.

On March 18, 2009, the Federal Reserve announced plans to purchase up to $300 billion of

longer-term Treasury securities. On June 24, 2009, it reiterated its plans to buy Treasury securities.

Because the Federal Reserve had set rates near zero already, it could not cut them much. If there were

deflation, real interest rates would rise, so its latest move circumvented the limitations of interest-rate

policy by injecting liquidity directly into the monetary system through a variety of devices but especially

through special credit facilities.'he

Federal Reserve's special programs were designed to ease credit in the face of illiquidity

arising from the credit crisis that was both cause and result of the recession. Two measures of illiquidity,

the "TED Spread" and the "OIS-LIBOR Spread" had widened dramatically (see Exhibits DHC-I a). The

former is the difference between the Three-Month U.S. Treasury Bill rate and the London Interbank

Most of the rest of the above discussion comes from these sources:

Federal Reserve Bank of St. Louis: January 2009 "Man the Lifeboats!" By Kevin L Kliesen; and,

"The Global Economic & Financial Crisis: A Timeline," Mauro F. Guillen Director of the Lauder Institute, Wharton
School, University of Pennsylvania [no date; see:
htt lauder wharton u enn edu a es df class info Chronolo Economic Financial Crisis d
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Offered Rate ("LIBOR").'he latter is the difference between the Overnight Indexed Swap ("OIS") and

LIBOR (see Exhibit DHC-lb). Both of these indicators shot up during the credit crisis, but returned to

near-normal levels. As a result of the return to a more normal credit situation, the Federal Reserve let

these special facilities lapse.'s

some measure of confidence returned among financial institutions, lingering distrust and the

prospect of deflation led the Federal Reserve to begin its "Quantitative Easing" ("QE") policies in late

2008. Under these policies, the Federal Reserve sought to overcome the "Zero Bound" problem: the

inability to lower interest rates below zero. By buying US Treasury securities, the QE policies effectively

lowered interest rates below zero in order to avoid deflation, economic stagnation or decline, and to

stimulate the economy. Part of this effort involved a shill into Treasury bonds away from shorter-term

instruments, a policy partly begun in the second stage of QE. The policy, known as the "Twist," involved

the Federal Reserve's getting out of shorter term Treasuries and into Longer-Term Treasuries in order to

stimulate lending in capital projects. As there have been indications that the Federal Reserve is about to

slow its purchases of Treasury securities, interest rates have increased. At the same time, additional

financial pressure has been placed on companies by recent changes in tax law, which increases the capital

gains tax on stock dividends and therefore the need for companies to increase their dividend yields.

Nonetheless, as GDP continues to grow and unemployment declines very slowly, the very slowness of

recovery from the recession five years ago should help companies with reliable growth.

Currently, the Federal Reserve remains on course, instructing the Federal Reserve Bank of New

York to purchase $85 billion per month (Exhibit DHC-14a&b), divided between mortgage-backed

securities and longer-term Treasury securities. In July, the Federal Reserve's Open-Market Committee

It used to be the difference between the Euro-Dollar futures contract and the Three-Month tJ.S. Treasury Bill

rate, thence the name "TED" ("Treasury/Eurodollar")
Federal Reserve Statement, January 2009:

htt: federalreserve ov newsevents ress moneta 20090128a htm
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maintained a target inflation rate of no more than 2% and the target unemployment rate of 6.5%.'See

also DHC-12.) Leading up to this meeting there was some pulling back in stock values, tracked by the

Federal Reserve itself:

Stock Market, Selected Statistics (1.36)

Indicator 2010 2011 2012 Oct
2012

Ncv
2012

nec
2012

Jen
2013

Fe(3

2013
Mer
2013

Apr
2013

Msy
2013

Jun
2013

Prices and trading volume (averages of daily figures)

colllllloll 4 tock
AHces (redress(

New Ymk Stock
1 Exchsnge (cec.

31, (985wrg(
7,233.54 7,862 45 8,008.24 8,295.67 8,129.9D 8,367.74 8,759.59 8,896 97 9,038.29 9,092.21 9,440.35 9,2D4.10

Stsndsrd 6
Poor's
Cornorsgon
(1941-1943 10)

1,139 97 1,267.64 1,379.35 1,437.82 1,394.51 1,42229 1,480.40 1,512.31 1,550 83 1,570.70 1,839.84 'l,618 77

Amencsn Stock
3 Sscksngs (Aog.

31, 1973 50I
1.939.79 2,285.19 2,377.55 2,430.56 2,370.36 2,374 90 2,399 22 2,392.41 2,401.79 2,377.81 2,421.10 2311.15

Minutes of the Federal Open Market Committee, July 30-31, 2013. See:
htt . www federalre erve ov moneta olic fomcminutes20130731 htm

6 htt www federalreserve ov econresdats releases stockstats current htm
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A Ity h t "tp IB,"Idt tt h tht prtdt ~BI h B

Week: "U.S. stocks fell, giving the Dow Jones Industrial Average its longest slump in 13 months, as

minutes of the Federal Reserve's July meeting showed officials support stimulus cuts this year if the

economy improves."'he market is beginning to react and to place prices on the consequences of

gradual Federal Reserve withdrawal from its current policies. While the Federal Reserve may not initiate

the Taper on any set schedule, there is little doubt that the change is coming and investors in the stock

market believe it is coming.

The sequestration of this spring and the stalemate in Congress's budgeting and appropriations

of September 30, 2013, stand nominally as budgetary issues, but are effectively fiscal, monetary, and

macroeconomic policies. The impact of these policies would appear to affect the credit of the United

States and, possibly, of U.S. bonds. Standard & Poor's has issued a statement, however, that does not

anticipate any immediate increase in bond rates nor a decrease in the credit rating of the United States

Government.'nterestingly, this statement anticipated both the budgetary stalemate and the delay in

tapering recently announced by Federal Reserve Chairman Benjamin Bernanke (Exhibit DHC-14a). The

statement by Standard & Poor's came out on July 22, 2013 and was re-released on September 30, 2013.

Bloomberg News, "U.S. Stocks Fall as Fed Minutes Show Support for Tapering," by Lu Wang and Alex Barinka
August 21, 2013. htt www businessweek com news 2013-08-21 u-dot-s-dot-stock-index-futures-decline-
before-federal-reserve-minutes

htt s: www. Iobalcredit ortal cpm ratin sdirect renderArticledo?articleid=1164747&SctArtld=170085&from=C
M n I de=LIME

This page was accessed through "The Debt Ceiling Debate Is Unlikely To Change The U.S. Sovereign Rating" at:
htt s ratin sstandardand oors cpm overnments soverei n US-

Ratin htmlael =56690c9665ff40c7a46abld0310b84a1
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That such an analysis exists and that it anticipated the current deadlock by two months suggests that

bond markets and stock markets have already priced in the recent events.
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AIRIER, STATES WATER)(VSE JI((R FDIC'I"'5.11 19.3(i%dan: IIJ $ gQ
D(n

3 QD/
VALUE

1NNtNOESS Risdn/zn2

SAFETY 2 RiedYAN2

TECNICAL 3 Ried gbny
Burn .Ie Om-mmnc

Total
Price Guin

High 75 (o 10%
Low 55 3%

High: 29.0 29.0 26.8 34.6 43.6
24 3 30.3

x
undevout

oh
~IIIu RIOO

Svwun

461 420 366 BB6
33.6 27 0 29.8 31.2

36.4 48.1 57.8
30 5 34.1 4S.O

Tsraei Price
2016 2017

120

A BOH 0 J FNA
ulh/ 0 0 0 0 0 0 0 0

IB O 0 I I 0 O I
I 0 0

lean OONO IQsiif ponnm Ik
onoieo B
Iioded 4

16

12
% TOT. RETURN MI 3

I yi. SP.7 27 2
Syi. 77.4 BOB
5 7S.3 44.5

11.44 11.02 12.91 12.17 13.06 13.78 1398 13.SI 14.06 15.76 17.49 1042 19AS 21.41 22.24 2424 24AO 2565
1.85 2.04 2.26 220 2.53 2.54 2.08 2.23 2.64 2.89 3.31 3.37 3AO 4.23 4.26 4.96 525 S.TO

1.04 1.08 1.19 1.28 1.35 1.34 .70 1.05 1.32 1.33 1.62 1.55 1.62 2.22 2.24 2.02 2N 2!M
.83 54 AQ .00 .07 57 .88 .69 .90 .91 .96 1.00 101 1.04 1.10 1.27 1AO t$5

11.24 I I AS 11.02 1274 1322 1405 1397 1501 15.72 1664 17.53 1795 1939 2026 21.68 2361 2$N 2395

por sh
Flow" pof oh

per sh n
Desi'd sh om

pm
Value sh

BEN
6.59

3.2S

1.N

04 .01 .97 1.03 .86 1.00 1.02

5.5% 5.0% 4.2% 42% 3.9% 3.6% 3.5%

CAPITAL STRUCTURE as of 3/31/13 212.7
Total Ocul $335.8 mill. Due In 5 Yiu $10.6 mill.

LT Debt $332.4 mill. LT Interest $0.0mil.
(LT inleieol enmed: 5.2r. total inleieot
cevoinge: 4.9x) (42% of Csp'9
Losooo, Uncnpilugxedi Annual rentals $3.0 mig.

1.23 1,17 1.50 127 1.36 1.41 1.00 .97 .92
3,6'%.1% 2.5% 2.5% 29% 2.9% 3.0% 32% 3.1%

220.0 236.2 268.6 3014 310.7 361.0 390.9 419.3 466.9 4N NO
23.1 28.0 268 29.5 41.4 42.0 54.1

P/E RBIM I.N
Ann'I Dh/d Yield 23%

(imlg) 559
650

Pension Aooels 12/12 $1 07 6 mill.

Obgg.$1632 mill.
Pfd Stack None.
Common Stock 19 284 004 sho.
ss of MT/13
MARKET CAP: 51.1 bgsun (Mid Cnp)

7132 896.5 017.8 Plnnl

56% 66% 85% 0 1% 9 3% 80% IL2% 110% 10 3% 110% f20% 125% en Bhr. Equity 120%
9.3% 0.6% 11.0% 10.3%

49% 45% 5f% S2% Dh'do toNolP/of 58i
eis in Ihe edy of Big Bear lake und in uieoo of Ssn Barns/dine
Couniy. Sold Chaparral Cily Water of Adxons (6/11). Hss 720 em-
ployees. Ogiceio & dimdois ovm 2.9% of common Block (4/12
Proxy). Chsinnsn: Ueyd Ross. Pico'dani Ii CEO: Rube/i J.
Spiewh Inc CA Addr. 630 East Foelhill Boulevard, Snn Dimso,
CA 01 7T3. Tst 9090940600. Internet www.oowuiei.eem.

pany has been aggressively pursuing busi-
ness outside of its core water utility activ-
ities for the past several years. Indeed, in
2012, more than 25% of its income came
from water and wasterwater contracts at
U.S. military bases. Currently, the compa-
ny is involved in major construction at
Fort Bragg and Fort Bliss. And while the
pipeline has slowed recently, we look for a
long-term pickup in this business as the
U.S. Army seeks to privatize certain
aspects of its operations.
The balance sheet should be able to
handle the step-up in capital expendl-
turos. The company raised its projected
construction budget from $ 70 million to
$ 85 million annually. This should be
managed without any deterioration to the
company's already solid finance.
This equity has a Timeliness rank of 2
(Above Average). These shares may ap-
peal to momentum and income-seeking in-
vestors (especially given the recent hefty
1495 dividend increase). Longer-term In-
vestors will probably not be attracted to
the stock's below-average total return
potential through 2016-2018.
James AL Flood July lp, ZO/3

Flnsnclsl
Siubgily

Price Growlh
90
65
90

CURRENT 113% 84% 67% 67% 50% 64% 61% 47%

Css'h Assets
IQRIL)

1.3 23.5 32.8 BUSINESS: American Slslee Wslei Co, operates ns B holding
Other 164.3 160.5 141.1 company. Through ito piinopnl subsidiary, Golden Stale Water
Cuirenl Assels ~I. ~184 ~ Company, il supplies water te mors than 250,000 euolemsio In 75
AccisPsysble 37.9 40.6 46.6 communiTno in 10 couniioo. Service areas Indude the gieuleiDnbl Duu
Other QQ 2 40 8 3g 0 metropolitan areas of Leo Angeles snd Orange Ceunlies. The eem-.3 3.3 3.4

Current Lish. ~ ~7 ~ag puny sloe elec/le ulilily services le 23250 cuslom-

442% 450% American States Water has declared a
ANNUAL RATEs Pnsl Past Eol'd 'IOP12 two-for-one stock split. Investors
ddmGO(ps/Oh) IOYin Svm to'16"M owning the shares as of August 15th willRevenues 5.5% 7.5% 30%
"csoh Flow" 6.5%, 9,0% 0'5%, receive an additional share for each one
Esmings 6.5% 11.5% 50% they own effective September 3rd. (Please
Dividends 3.0% 4.5% &0% note: our fl/vxures do nof reflect the proposed
Book Value 5.0% 5'5% 2'0% stock splitJ
Col. GUARIERLYREVENUES($ mill) Full A reCent rate CaSe had an OVerall rea-

endor NBI31 Jun.N 30 Dec.31 Year sonable outcome. Though the allowed
return on equity was low (9.43%), there

2011 94.3 109.8 119.9 95.3 were no major surprises, and we think the
2012 107.6 114.3 133.5 111.5 Groundwork has been laid for Golden State

AN Water (American States major subsidiarv)
12$ 140 120 to experience growth of 5%-695 over the

EARMNGS PER SIIARE* Full next three years.
endnr Mar 31 Jun. 20 30 Dsc. 31 Your We'e raising our earnings estimate
2010 for American States Water. California
2011 .37 .50 83 .36 224 regulators allowed the company to recoup
2012 .53 79 9T 53 282 some previous costs in the March quarter.
2013 69 75 N .46 EN This resulted in the company posting

share earnings of $ 0.69 a share versus our
Csl- GUARIEBLYOSIOENOSPAIO ~ Full $6.50 estimate. To reflect this we are in-

endur creasing our full-year earnings projection
20N 250 250 .250 .260 I.DI from $ 2.70 to $ 2.85 a share. Moreover, we
2010 360 .260 .260 3% 1.04 are raising next year's per-share earnings
2011 260 .280 .200 .280 1.10 by $6.10 to $2.95.
2012 .260 280 355 355 127 Nonutility operations are a core part
2013 3% 355 405 of American States'arnings. The com-

Io foui/ding.
'04, '05, 254; '06, 64; (0) Dwidendo hioteiicsgy paid in early March,

'10, 'I Next enmings June, September, snd December. ~ Div'd iein-
due ewly egs. msy not veebnenl plan svsihble.
e leis vm» une puklom» Uc xe niku woonon, noienol u ooiunod Inm oiwnm uooend io be idiobh sld b pnnkioo okhoui mwoine
ME puuusHER Is NQT REspous/BLE FQR ANY ERR0R5 oR oMosions HEREIIL Th» euifeoinn n omily k oukoerike/o oon, mneomllwdol. biomoi
of k Ino bo potllnxi Iwokl iinni ii onnvixod n oil/ fnlooii isxvue u oNoi linii io lnod ko guluunf Iv ouikono m/ pmni u devine poemnooi
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IEIEt¹ESS Rimlgzn3

EAFEIY 3 NM229N

TECI6SCAL 3 Risddtgt3
SETA .85 O ce MN880

8 GNdrfxb c Bll
IN Ilvwlni Rats
Price Sbsngb

High: 23.7 23.0 25.8 32.8 39.4 43.1
Lode 16.5 16.2 19.4 252 31.3 37.0

Target Price
2016 2017

Prise
$ 0

Lew 40

Gain
Total

15

maa
173

I Obli percent 21
shares 14
Ireded 7

A SON 0 J FNA
blwr 0 0 0 0 0 0 0
OBBBBB 5OO400 8400

10

% TOT. RETURN EII 3

Bread mrEB
Im 2nd 272
5 yr, H0.3 45 S
5 yr. 12CS 84.5

13.00 13.04 14.61 13.90 1549 15.10 1025 17.30

.65 d.47 2.87 2.N 3.56 313 427 4.N
d.97 d2.14 1.10 1.25 153 1.72 2.11 2.25

.40 .02 .86 .91 96 I.N

23.86 28.39 25.S4 22.91 23.59 24.11 25.10 NAO

10.3S par ah

4.50 'Cash Now" per ah
2.40 per ah 8

1.20 Owfd sh a
Psf

27.50 Vstue sh o

CAPITAL STRUCTURE as of 3/31/13
TotalDebt$53000mrl. Oue In 5 Ym $1034.0mil.
LT Debt $51849mil. LTIntsresl$301.0mil.
(Tctal interest coverage; 4.4x) (53% of Cap'I)

1.14 I.N .93 1.05 1.07

1.9% 4.2% 3.8% 3.1 % 2.7%

2093.1 2214.2 2336.9 24N.T 27107 26N.2 2876.9 JNO
375.0 4N

Relative PIE RNo 1.29

Ann'I Oiv'd Ylakl 20%

33N (Smttt) 3SN
430 Net Pralll QO

Lessee, Uncaplta ibad: Annual rentals $20.1 mill.
Pension Assets $1157.7 mill

Obllg. $1021.2 mill.
Pfd Stosk$109 mig. Pfd Dlv'd $ 7 mill

Common Nock 177,700,586 shs.
as of 5f2II 3

MARKET CAP: $7.4 billion

8720.0 9318.0 0991.8 10524 11059 11021 11739 f2%0 12NO
NMF NMF 3.7% 4. 4.8% 5.5% $3% 5.5%

NMF NMF

Plant ($mttt)

an Total

Com

2011
2012
2013
2014

Cal.

2D .21 .21
21 32 .22
23 .23 .23
23 35 35

95
05
20

56% NN 45% NN 47% Olv'ds to Nel Prof $IS
14.2 24.4 213 SUSINESS: Amedcan Water Works Company, Inc. is Ihe largest accounting for 22.2% of revenues. Has roughly 7,000 employees.

13835 4750 4m 7 investorowned water snd wastewater utility In Ihe U.S., prrwiding Depreciation rale, 2.0% in '12. SlackRack, Inc., owns 10.3% of the
cumlnt Assets T$07.7 450.4 4!I1.9 services lo over 14 mificn peoph In over 30 states and canada. It's common stock outstanding. Qlf. 8 dir. own less Ihen 1% (3I13
Accls Payable 243.7 279.6 166.7 nonregulated business assish muniapatbes and military bases Proxy). President It CEO; Jeffry Starba. Chairman; George Mack-

701 5 32g 3 341 9
with the msrntenance and upkeep as welL Regulated operafons enrie. Address: 1025 Laurel Oak Read, Vaorhees, NJ 00043. Tele.
made up 09.1% of 2012 revenues. New Jersey is ih market SSM404200. Internet. www.smwater.corn.

Fix. 292% 300% Keeping expenses low is American fering would be appropriate, but the com-
ANNUAL RATEs past past Esl'd '18B12 Water Works'rime objective. The pany believes its shares are undervalued.
ufdmgsgmdr) 'hym gym% m"oh%0 company strives hard to keep costs in Therefore, the balance sheet could weaken

check for more than the obvious bottom- in the years ahead as more debt is issued
Earnings -- -- IOOTI line reasons. Restraining short-term ex- to help cover these costs.

00% penditures helps ta ensure goad relations Earnings and dividend growth pros-
with the over 30 different state regulatory pects are bright. With its good regu-
commissions that American Water must latory relations, lean cost structure, and a

Cal. REVENUES contend with when applying for higher much greater contribution from nonregu-
rates. The company's expense ratio fell lated businesses, we think that American
1.3% last year, and it expects to shave an- Water has laid the framework for annual
other 195 off the rate by 2015. We earning growth of about 10% through
highlight this fact because a utility's re)a- 2016-2018, which should enable dividend

2014 TN'$6 075 775 33N tionship with its regulators cannat be over growth in the 7%-8% range. (In May,
emphasized. And excellent operating mar- American Water raised its quarterly pay-

MM31 Jun 3g 30 Osc N
yug gina make it harder for regulators to hand out from $ 0.25 to $ 0.28, a healthy 12% in-

down harsh decisions. crease )

42 73 32 IL72 Long term infrastructure spending All told, these shares are worth a sec-
2g N gy 30 2 11

will probably be sizable. American ond look by income-oriented inves-
32 63 gg N 225

Water's basic systems are old and in need tora. The combination of a dividend yield
of repair and modernization. Capital ex- about 60 basis points higher that the
penditures should average a hefty $ 1 bil- Value Line universe's median and the
lion over the next three- to five-year period prospects oF above-average dividend
as the company upgrades tts water assets. growth could make this stock worthwhile
Internally generated cash won't cover the for investors seeking current income and

.91
entire budget, so American Water will whose secondary concern is long-term cap-
most likely have to take on more debt in ital appreciation.
the corning years. We think an equity of- James A. plead July 79, Zf)79

may nct sum due to mund- 2012: brgicn,
'00, $4.62; $2.63; '11, . Dis- Ing.(8) pardrn Marrh, June, Septsm. arms numbers fur'068'07. Stability

continued operations: 90, (452 rl 35; '12, ber, and December. ~ Div. reinvestment avail- Price Growth Perststenca
(105). Next earnings repcrl due July. able.(c) In mdlions(D) Indudes intang'blas In
8 ters value tas pulrnbina ttc. nr riebls msnwl rsrsxd msrrdsl s cblainnl fmm rrwres waved w be rubme and b prwwed mbxd mmnmx sf am rind.
ME puausHER Is Nor REspouslsLE 'F0R ANY ERR0Rs 0R 0Mlsslons HEREIIB urir mmrslm s Brnuly for rubrcnberx Bvn, nencsnmraal mdmal use RB
d 8 Bw Ie flwnbewi lanh Bbrni w Imwrnxrd Br Brrr plnrd, Bkorerw w BNBB farl w lent dv pmwdro w lrwBBels iwf plrBBI w dvdmrm pdaadur Brune N
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A & 'MERICA NVSE-((Y(R P(SCE"'2.33 PAT(P 22.3 (0M~a.240 PE(U(RP 1.27 YLP 2,4%
lgt(PMSS lamalBSWS

SAFEIY 2 Rmd42712

TECMSCAL 2 Rdffdf(SIO

StrA .m lrm utneg

Tolel
Pries Geln

Mgh ~ 8 (o Nd
Lew 38 2%

High: 15.0 16.8

LEGEHOS
I.de x Onuhe~h *

mifu Sbenpb
BPII Ixim

Itfel
fpR Iziei
fph Izna

10.5 29.2
17.5

29.0 26 6 22 0 21 5 23 0 23.0 26.9 33.3
20.1 18.9 12.2 154 16.5 ri}.3 21.1 25.7

Teraet Price
2046 2017

48
40

16

12
A SOHO 4 FIIA

Ifem 0 0
inurn u I

Sell 0 0

mali fuail foals penmm
I 118 I to shares fu

117 I le Hmfd 5

% TOT. RElURN 6713

IW. Eee tr.t
s yr et 2 ss.s
5 125.4 44.5

2.02 2.09 241 2A6 2.70 285 2.97 3AO 385 4.03 452 4.63 491 5.26 5.13
.56 .61 .72 .76 .00 .94 .96 1.09 1.21 1.25 137 1.42 181 1.70 1.01

.34 .40 .42 .47 .51 54 .57 .64 .71 .70 .71 .73 .77 .90 1.04

.24 .26 .27 .25 .30 32 .35 .37 .40 A4 .48 .Sf .55 .59 .63

5AO $.70 EN
1.89 BN 210
1.09 1.45 I.N
.67 .70 JN

2.04 321 342 305 4.15 436 534 5.80 630 696 732 782 0.12 8.51 901 987 11,20 1225

per sh
Flow" persh

per eh A

Ded'd sh sn

PBI

lalue sh

2.35

1.N

ITS UT 1.21 1.18 1.21 1.29 IAO

3.9% 2.9% 3.0% 33% 2.5% 2.5% 2.5%

CAPITALSTRUCTUREesof313U13 3672
Total Debl $ 1 S45.4 mill. Oue In 5 Yrs $360.3 mill.
LT Debt $1464.5 mill. LT Interest $60.0 rnifi.

(LT interest earned: 5.0x; total inle reel mverege:
41x) (51% of Csp'I)

133 I.N 1.87 1.70 1.50 1.51 (34 1.34 IAO

2.3% 1¹% 18% 2.15 25% 3.1% 3.1% 28% 2N
442.0 496.8 533 5 602.5 627.0 670.5 720.1 712.0 757.8 Ng

912 92.0 95.0 .9 104.4 124.0 144.0 I

RBIS5ve P)E RNS lrqi
Ann'1 Olv'd Yield 29%

N5 Revenues (Imgl) l)M

2N

Pension Assets.12/12 3190.1 mill.
ObSg. $303 I mill.

Pfd Stock None
Common Stock 140,742,383 sheres
ee of dnsn3
MARKET CAP: $4.II bBgon

CURRENT POSITION 2011 2012 3/31/13

43. 47

3612.9

10 2% 10 7% 11.2% 10 0% 97% 9 3% 9 4% 10 6% 11.6% 11.0% 12 (S f2 IS
10.0% 9. 106% 11.6%

an Shr. Equky 11$%

11.5%

Cesb Asseis
ffiMLL)

Receivables
Inventory (AvgcsP
amer
Current Asseh
Accis Payable
Debt Due
amer
Current Lich.
Fix. Ch . Cov.

0.2 . 19.4
01.1 9 . 095
11.2 1 8 12.0

220.0 150 7 92.1~5 ~09 213.0
68.3 5 5 31.6
00.4 I .4 100.9

277.0 .3 09.5

367% 390% 300%

59% 57% 56% 63% 67% 70% 72% 65%

BUSINESS; Aqua America, Ine. is Ihe holding cempeny for weler
end wssteweier ubliges mel serve approximately three million resi-
denls in Pennsylvania, Ohio, North Carolina, glinois, Texee, New
Jemey, Fbdde, Indiens, end five other sleles. Divesled three of
bier noncveler businesses in '91; lelemedreSng group In '93; end
others. AqueSource, 7703; Consumers Water, 4I99; end

60% 61% 52% 58% Olv'ds to Net Prot RS
others. Water supply nwenues '12: residenliel, 60.59; mmmerdel,
16.1'8; industrial 5 olher, 23.4%. Imicem end directors own 1.4%
of the mmmon Block (sff 3 Proxy). Chairman 8 Chief Execulive Of-
ficer. Nichdeo DeBenediciis. Incoqmreled: Pennsylvsnie. Address:
762 West Lencester Avenue, Bryn Mewr, 19010. Tel-

ephone: 610425-1400. Internet:

3013. This could add $0.15-$0.20 to 2013's
bottom line. Moreover, Aqua is making im-
pressive progress on the cost side (duo in
part to the integration of its acquisitions).
Operating and maintainence expenses as a
ercentage of revenues fell to 38% in the
rst quarter, versus 39.5% the similar

year-aga period. Afl told, we are raising
our full-year sharc-nct forecast by 108, to
$ 1.45. We are hiking next year's figure by
a similar amount, to $ 1.55.
Fracking is good for Aqua. The utility
entered into a Ja(nt venture to build the
recently completed Marcel)us Water
Pipeline. By early this year, the pipeline
had already eliminated the need for 15,000
water truck trips on rural Pannsylvanla
roads. Natural gas prices have been rising,
so more drilling may take place in the
near future. In any case, we look for this
venture to start adding $ 0.05-$0.10 a
share to annual earnings.
Aqua unexpectedly hiked ita dividond
a heFty 9%. And, since we think a growth
rate similar to this is sustainable through
2016-2018, investors seeking current in
come may be attracted to the stock.
James AL Flood July 79, 2073
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9 Aqua America has announced a pro-
ANIIUALRATES Psst Past Esi'4'10J12 posed fiv-for-four stock split. The

Isym Sym N 16'18 company wfll have a stock distribution in
Revenues S.OK, T.s% 3¹% which holders of the stock on August 16th

Earnings 6.5% 4.5% 0.5%
will receive their additional shares on Scp-

Dividends 7.5'5 0'pv, 10'5% tcmber 1st. (Please note thar our figures do
Book Value 9.0% 7.0% 7.0% not rellect the split J Meanwhile,

ggfNUN ag) Aqua should continue to wheel and
yeer deal in the years ahead. The company ls

pursuing a growth-by-acquisition strategy
2011 1636 1783 1973 1727 7(2'0 as it buys up water companies around the
2012 1640 191 7 2146 1075 Tfij0 country. With lts managerial expertise and
2013 180.0 210 215 105 Sgg financial whcrcwlthal, Aqua can stream-
2014 1N 220 225 NB line, better manage, and usa economies of

EAR(NNPERSNM(EA p ~
scale to squeeze more profit out of these

ender Mer31 JunJM OSE3( yssf small utilitlcs Year to date Aqua has al-
2010 .16 22 .32

ready purchased seven water utilities
27 3p 25 (JN with a goal of buying 13 more in 2013,

20% fg 30 36 25 1'pg compared to the 18 acquired in 2012.
2013 29,36 AB N f,45 Moreover, the company continues to sail
20(4 .N .40 .$0,35 (,SS nonstrategic assets. (In the first quarter, it
Cel. QUAR)ERLYDNOENDSPAlpee pug

sold 65% of its Florida oPerationS and all
ender af its Maine assets for a $0.04-a-sharc gain

that we have excluded from our numbers.)
'145 '(45 '145 '(55 '59 The profit outlook for Aqua is favor-

N11 155,155,156 165 53 able. For starters, the campany will
2012,165 165 1N D5 gy bcncflt from a complex "repair tax ac-
2013 .175 .175 .19 counting change" that was made in late

egs. nonree. eemings reporl due
(il ilk Ufii 21k '01, 2II; '02, 53 44; (0) Dividends historically Paid in early Memh,
Exd. gain from duc. opernfions. 04; June, Sept IL Dee. Dhf'd. reinveslmenl plan

44. Mey net sum due lo munding. Next evsileble (5% diseounp.
o ioli iffiuo Ihf Fumfhni Lie m niim refened. Fecwti mfienti is oblmnmi Inm mtou heaved ie be nrmue Bnd h pomifd omoui
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Utilities Services of South Carolina, Inc.

ARTESIAN RES. CORP.
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i18.8 d20.9
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2. 1.4%
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2012
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2.04
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.79

13.57
8.

2013

1.07 Ao

1.16
i)i

46.5%

1.41
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65.1

7.4
6.7

1.17

70.6
40.7%

7.0
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.7% 10.4%
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113.0

14.0%
.4
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INDUSTRY: Water Utility

2014I2015

f.24 c/MA

nc/d Soilfss
sis consensus

~sm/hgs
ssmlmlss

scd, ss/cg ms
fscsiif pifcss,

P/E rslfcs.

ANNUAL RATES

Cf cbscgs (psr CAsis/ 5 Yfs.
Sales 1.5%
"Cash Flow" 3.0%
Earnings 2.0%
Dividends 4.5%
Book Value 4.5%

ASSETS (gmgl.)
I Yr'ash Assets

Receivables
24 0% Invhhlo/y
36.0%
4.0%
3 5%

Cu nant A heels

Mll 2612
.3 .6

6.6 8.7
1.5 1.4
2.9 2.8

1 3.3 I 3.5

3/H/13
.3

0.1
1.5
2.1

13.0

BUSINESS: Artesian Resources Corporation, through its
subsidiaries, provides water, wastewater, and other services
on the Delmarva Peninsula. It distributes and sells water to
residential, commercial, industrial, municipal, and utility
customers in the states of Delaware, Maryland, and Penn-
sylvania. The company also oifers water for public and
private fire protection to customers in its service temtories.
In addition, it provides contract water and wastewater
services, water and sewer service line protection plans, snd
wastewater management services, as well as design, con-
struction, and engineering services. As of December 31,
2012, the company served approximately 79,000 metered
water customers through 1,162 miles of transmission and
distribution mains. Has 229 employees. Chairman, C.RO.
I'4 President: Dian C. Taylor. Address: 664 Churchmans Rd.,
Newark, DE 19702. TeL: (302) 453-6900. Internet:
http://www.artesianwater.corn.

Flscsl QUARTERLY SALES (gmSL) Full MPHT Hs"I
Year 1Q 2Q 3Q 4Q

Accum Dspiscisticb
12/31/11 14.8 16.5 17.7 16.1 65.1 Nst Property

16.7 17.9 190 170 706 Other

16.3 Total Assets

435.0 454.4
7/.4 83.8

357.6 370.6
7.8 7.6

378.7 391.7

372.5
7.6

393.1

4.2
I 1.7
8.6

24.5

July /9, 2073

3 Yrs

7.22% 35.71%

Fiscal INNINGS PER SHARE Fiig Acus Payable
'

g 3 5
LIABILITIES (5mgl.)

Vssr 10 EQ 30 4Q Debt Due 13.8 12.6

24 38 16 I 00 Ohr

12/31/11 .14 .EI 26 29,83 Current Lish 24.7 249
28 .32 33 .20 1.13

12/31/I .19 .27 .34 .27
12/31/14 LONG-TERhl DEBT AND EQUITY

QUARTERLY DMDENOS PAID Full
ender IQ EQ 3Q 40 Total Debt $117.7 mill. Dus In 5 Ym. NA

20ig 167 188 i88 i89 75 LT $ 06 0 + I

including Csp. Lashes NA J.E(47% of Cap'I)
2012 .193 .198 .1R! .203 79 Leases, UncsPllsghsd Annual rentals NA
2013 .293 .206

Pension Llsbglty $.4 mill. in '12 vs. $.5 mill. 6 'll
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN

10 13 Pfd Stock None Pfd Dhi'd Paid None DAmfsm/0 p/vs snpicdslcc ss at sosiys/3

Common Stock 8,740,4/9 shares 3 Mos. 6 Mos. 1 Yr. 5 Yrs.

Hid's(090) 3021 3052 3036
(53% Cf Csp'I)

0.05% 1.15% 48.95%
C2013 vhhs Lws pvlmlihl LLC. Al wllsk iccwvsd Fvcml ms/sim is cb/sssd from fccmw kslowl lc ks mssus cvl is picwhl wdmi mvvshhk of svv kiwi.
THE pUSLEIIEH 5 uoT REspouslsLE FoR ANY EIIRons oR omssioa3 HEREIN. Thk pvbhsikw 6 shlmy fci svmobwv cwi cmmmwwcsl, iwcmsl vks. fh
d k msy be cwwhmi issdi, shswl ir hhmmsl 6 any pried, dhswii ir w/s fsm ii md hr gwwsfsl ii swkshis hv pmsd ir choswc plscsm mws w



Utilities Services of South Carolina, Inc.

CALIFORNIA WATER t(vse438)f

Docket 02013-201-WS

2p qp
P/E

g5 g
Tisiling:209

Exhibit DHC-9
of 10

g
435)YD 320/ VALUE

TSIS High: 134 157 19.0

SAFEIY 3 toteut7/NEO

TECNICAL 3 R/BASNSIS tv(inurn( Rata

BETA .sf 0 m = assai)

Total
Price Gain

M 29

AOONDJFNA
naar I D 0 0 0 0 DRO D

C/ties D 0 0 D D D 0 0

pwcent in
la Bnaraa 12

Iraded e

21.1 22.9 22.7 23.3 24.1
15.6 18.4 17.1 13.8 16.7

10.8 10.4 I B 3 21 2
16.9 15.7 16 8 18.4

Tamst Pr/ce
20fS 2017

% TOT. RETURN 6/l3

I Yr. B3 27.2
3yr. TIC ese
B 4C.3 SB.S

16

12

774 738 798 808 813 867 818 859 872 810 ILN 9N 1082 11.05 12DO 1336 f255 141S
id6 130 1.37 126 1.10 1.32 1.26 1.42 1.52 1.36 156 IN 1.93 1.93 207 225 295 2N

.92 .73 .77 .66 .47 .63 .6i .73 .74 .67 .75 .95 .98 .91 .86 1.02 .N EOS

.53 .54 34 .55 .56 .55 .56 .57 57 .5II 58 .59 .59 .N .62 .63 .N .N

6 50 6 69 6 71 6 45 6.48 6.56 7 22 7 83 7 90 9.07 9 25 9 72 10.13 10 45 10 76 11.30 1&N 12/N

per ah
Row" per oh
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CAPITAL STRUCTURE as of 3/31/I 3 2771 31 5 6 320 I 334 7 367 I 410 3 449 4 460 4 501.8 560 0
TotalDebt$5742mill. DusIn5Yrs$653mill. 194 398 406 377 361 427

P/E Ratio f.25
Ann'I Div'd YNN &O%

NO 659 (imltt) ~ NO
N.O 520

LT Debt $434.2 mill. LT Interest $29.5 mill.
(LT interest eamst: 6.7x, lola/ int cov3 S.ox)

(43% of Cap'll
Pension Assets.12/12 $202.9 mill.

Obllg. $402.9 mll.
P/d Stock None

Common Stock 47,728,775 shs.
as of 5/1/13

MARKET CAP: 5950 mllgon

3.3% 10.6%

941.5

7 8% 8.9% 9.3% O.II% 8.1% 9.9%

7

47

9.8% 8.6%

9.6% 8.6%

ILSN % to Nsl Pro/Il 10.0%

8.0% 9.0% T.ON 8.0% on Shr. Equity
8.9% an Com

71% 62% TIN 92% Div'ds lo Nel Prof 57%

breskdovm, 'I 2. reaidenisl, 66%; business, 18%; public autho rhea,
4%; indushiaf. 45; other 8%. 'I 2 repxted depmdahon rats: 2.85 .

Has 1,131 employees. President, Chairman, and Chief Executive
Oflicer. Peter C. Nelson. Inc: Delawam. Address: 1720 North Fiml
Street, San Jose, Cs/iTomis OSIT2459& Tebphone. 408-367-
820D. Internet www.calwatergmup.corn.

ntflcantly. With the now completed 5.75-
million- share offering, California Water
has bolstered its tlnances. The long- term
debt-to-total capital ratio has gone from
52% at year-end 2012 to 43% at the end of
the first quarter, a large positive swing.
Going forward, the utility won't be able to
internally fund all of the capital expendi-
tures required to update and modernize its
infrastructure. Thus, it will probably issue
debt which should result in moderate dete-
rioration in the company's financial posi-
tion.
California Water's dividend growth
wifl be subpar in the near future for a
water utility. Over the past five-and 10-
year periods, the company's dividend
growth has been a paltry 1%, low for even
a nonutility stock. For the next several
years we expect the payout to only grow
296-3% versus about 596 for the industry.
All told, we think there are better op-
portunities elsewhere. True, CWT's
yield is about 100 basis points higher than
the Value Lfns average. Still, there are
other water utilities with similar yields
but better dividend growth prospects.
James A. Flood July 79, 2/773

888
StabgNy IM

PAce Growth Ps ra I stance 55
90

Mttattsaa of tl Nsl.
tsMSBI. siatml aaa tto

teats ta

91% 77'4 78% IN% 77% 61% N% N%

27.2 38.8 127.7 SUS/NEON California Water SerA» Gmup provides regulated and
86.7 107.8 104.0 nonregu/ated water service to roughly 471,900 customs» in 83

Current Assets ~f. ~4. 2277 communiaes In California, Washington, New Mexico, and Hawaii.
Accts Payaue 48.9 488 443 Main service areas: San Franciw» Bsy eros, Sacramento Valley.

49 3 5g '7 72 5 Salinas Valley, San Joaquin Valley 6 ps/u of Los Angeles. Ac.

Current L/ab. TSSl 32m&3 ~588 rluired Rio Grande Weal Hawaii Ulilidea (9/08). Revenue

Fix. 297% 325% California Water will most likely have
ANNUALRATES Past Past Est'd'09'11 a down year in 2013. In the first
NdnloaSwm) to"m Oym u'twfo IIuarter. the company posted a loss of
Revenues 3.5% 6.0% 5.DN
"Cash Flow" 4.S% 6,5% 5'0% 0.03 a share versus our estimate of a
Earnings 4.0% 5.0% &5% $ 0.04 gain mostly due to an accounting ad-
Dwidends .0% .0% O.ON justment. Furthermore, over the remain-

ing three quarters, the utility will proba-
Cal- DUARIEELYREYENUES ndll.)u Full bly experience negative year-aver-year

ender Mar.31 Jun.30 Dec.31 Year earnings comparisons. This is because of
the combination that California Water is

2011 98.1 131.4 169.3 IN.O 501.8 in need of rate relief and that the large
2012 1167 143,6 178.1 121.6 560.0 eouity offering lt had in April shouTd
2013 111.4 155 199 f335 ON dilute share net by roughly 15%. For the

full year, we expect share earnings to fall
Cal- FARMNGS PER SHARE Full by over 20%, to $0.80.

entur INar31 Jun.N Dec31 Tsar A rebound seems probable in 2014,
however. Higher rates being in effect will

2011 .03 .29 .50,N .86 be the main reason for the Improved show-
2012,03 .31 .56 .12 1.02 ing In mid-2012, the company filed a re-
2013 d03 2S 45 13 N quest with the California Public Utility

Commission seeking increased rates of
cal. I/ARIERLTDIENDsp/Ugo ~ Full nearly 2016. Based on some recent cases,

we think that regulators will permit a sub-
2N9 .148 .14) .14/ .148 .59 par return on equity, but will overall,
2010 .149 .149 .149 .149 .60 hand down a reasonable decision. All told,
2011 .154 .154 .154 .154 .62 we expect the company's share net to
2012 1575 1575 1575 1575 53 reach 31.05 next year.

The balance sheet has improved sig-
Ilnd Nov. ~Dlv'4OE'Dl, 2O; '02, 45; 'l l, 4IL eam- Exdudes non-reg. rev.

ings report due mid-August. (C) Inc/ intangible assets. In'12: $18/I mill.,
(SI Dlv/denda hislorica//y paid in late Feb., $0.44/ah.
8 TDIT vdaa Iha Pttlrahata LLC M tlahia fBBBttfnl Fttdual tttaiattal a thiettad Irta SSBBB hahwel ic ha ftftBNB Iwtl ta ptavklBtl BIIIBSI
THE PUBLISHER 5 HDT RESPONSIBLE FOR ANY ERRORS OR DNISSIDNS HEREIN Tha iwhkaa u rwttb fa Pdammda awrt ncrtta
af it nsy ha awadasl rassl wsd w aanrnwad n any parsi akwnwc s tew krm s ural hr oeansg s mrha'ns my pied w mmow
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Oblig. $665 mill.

124 121 1.52 1.57 122 124 1.23 1.32

3.0% 3.1% 3.4% 3.69 3.6% 3.6% 4.1% 3.9%

47.1 48.5 47.5 46.9 59.0 61.3 59.4 66.4
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1.44 1.24 PIE Rsilo 1.35
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CURRENT POSITION 2011 2012

Cosh Assets 1.0 13.2
IMNL)

Accounts Receivable 14.9 11.5
Other 3.0 11.7
Current Assam 18.6 ~4
Accts Payable 7.2 10.0
OeblDue 3.0
Other 23 2 2.9
Current Lleb. 30.4 15.9
Fix Cov. 419% 455%

71% 71% 959 105% 82% 79% 76% 81%

1.1 BUSINESS Connecliovl Wsler Service, Inc. Is I non-opersling
holding company, whose income is derived from esmtngs of iu
wfugyvntned snitsidiery companies (regulated wafer etili5es). Iis

24 largest subsidiary, connerriool wsler, eccovnled for Ibovl 85% ef
lhe holding company'I net income in 2012, end provides wsler

4 services to 400,000 people in 55 lowns throughout Conneciicnl end
460%

83% 63% 02% QN Olv'ds to Nel Pmf 55%

Maine. Acquired The Maine Water Co., 612; end Seoo
Water, 12I12. Intu CT. Hss shool 26D employees. Chair-
msnlPnuidentlCEO: Eric W. Tbnmbsrg. Olficem snd directors own
2.2% of the common stodr; BlsokRook, Inc. 6.7%; The Vanguard
OreeP, 53%. Address: 93 West Main Street, Clinlon, CT 06413.
T 669-8636. Web: wow.oiwsfer.corn.

earn $ 1.60 this year, and 31.65 next year.
Is this a sign that the reguiatory
climate in Connecticut is getting more
constructlve7 Long regarded as one of
the toughest places for utilities to operate,
this latest ruling seems fair to both the
ratepayers and the utility. (Value Line
currently ranks Connecticut's regulatory
climate as Below Average.)
The higher projected earnings could
possibly give Connecticut Water a
window to start a more generous divi-
dend paying policy. Over the past tive
and 10 year periods, the utility's dividend
growth rate has been roughly 1%-295, well
below average For e water utility. With
this potential windfall, Connecticut Water
could reward shareholders with perhaps
more than the subpar 2% increase that we
were previously expecting.
Connecticut Water shares carry a 4
(Below Average) rank for Timeliness.
Despite the upbeat recent events, we
should remind investors that the deal with
regulators has not been finalized. Thus,
we'd advise staying on the sidelines for the
time being.
James A. Flood
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Connecticut Water has reached a
ANNUALRATES Past Past Est'd'69.'ll tentative deal with state offlcials. In
Revenues 2 5% 5.0% 8.0% sum, the utility agreed to reduce con-
"Cesh Flow" 1.5% 4,0% 80% sumers rates for the next two years end
Earnings 08% 4O% 6.5% not file a new rate case seeking higher
Book Value 4 0% 3.0% 8.5%

40% tariffs until October 2015. The lower rates
will be made possible by Connecticut

Cnl. OIIARTERLYREVENIIES mill Full Water passing through to the ratepayers a
tax refund from 2010-12 that it recently
qual(fied for with the IRS. The agreement

2011 160 17.4 20.6 15.4 69. was made with the Consumer Council end
2012 165 21.3 24.5 195 the Amorney General but still must be
2013 21.5 225 270 230 Riyen fina aPProval by the state's Public

I)tfltty Regulatory Authority (PURA).180

Cef. EAINIISSPER5HAREO Full The deal ia nOt aS unfaVOrable ta COn-
endsr Mer21 Jen.30 30 Dsc Y 'ecticut water as it sounds. In return

54 for the above concessions, going forward
47 6

" 13 authorities are allowing the utility to es-
N tablish a Revenue Adjustment Mechanism

that will allow it to let the tax benefit
(from the same refund) flow through to

Csl. OUN "~ W'6 M Feg shareholders until the next rate case.
en&r Mr21 land¹ 6 Si Ye« In fact, we are ralslng our earnings

estimates for the company substan-
tially. We think that the new arrange-
ment will edd $ 0.20 ta the bottom line in

2013 243 243
261 3 and $0. I 0 in 20 14. All told. we be-
lieve that Connecticut Water can possibly

reimrl vestment
mid-Angvsl. (Cj In adjusted for spllL
Sj Dividends hisloricslly paid in mtd-Msroh, (Dj Indvdes tntenglbles. In '12: $31.7 mil-
une, September, snd December. ~ Div'd rein- tonl$2.898 ahern.

8 ieti vrhe Une Feubhntt Uc. AI nehts tsseved rttetl KI«bl b Obttlnwl Ivm res«5 Outrm IO bs ndtso Ontf h Psddvd vines
ME PUBLISHER IS HOT RESPOestsiE'POR Anv ERRDNI OR OMustONS HEREIN Ifw Ovsastivn h slridiy ftr Ob5tnbst's swe
d I Imr be Ipleixei nndd 5«el It 88!limni Itl KV psetl d8dKIK K dhe blitt tf lewl It mmteg e Klenw9 stir Pmrd tt dKetnt
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IE
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% TOT. REiURN 6n3

I yr PDI ET 2
8 yr. 41.8 65.8
5 47.S Stu

16

12

4.72 4.39 5.35 5.39 5.87 5.98 6.12 SZi
1.02 1.02 1.19 .99 1.18 1.20 1.15 128

.67 .71 .76 .51 .66 .73 .61 .73

.57 .58 AD .61 .62 .63 .65 .66

6A4 6.1S 6.50 6.70 6.75 6.60 6.50 6.98 TJM 7.70
133 1.33 1.49 1.53 I AD 1.55 146 158 f.55 LAB

.71 .82 .87 .89 .72 .96 .04 .90 T.DS 1.0$

.67 .68 .69 .70 .71 .72 .73 .74 .75 .76

6.00 6.80 695 6.90 7.11 739 760 002 026 9.52 1005 1003 1033 11.13 1127 I I AS M¹6 1219

psf sh
Ruw" pur Bh

psrah 8

Dsd'd

Vuluu Bh

610
2.39

1.15

t210

.77 .79 1.00 1.87 1.26 I 28

6.3% 54% 44% 42% 3.8% 3.76

CAPITAL STRUCTURE as of 3/31/I3
Totul Debt $163.1 mill. Ous In 5 Ym $6D.D mill.
LT Osbt $130 5 mill. LT Iutsruul $7 D mill.
0.T iulsrssl coverage: 4.1x)

(41% of Csp'I)

Sold
1.71 1.39 IA6 123 1.15 1.19 IAO 1.13 135 133

3.5% 3.4% 3.5% 3.7% 3.7% 4.0% 4.7% 42% 4.0% 4.0%

S4.1 71.0 74.6 81.1 06.1 91.0 91.2 102.7 102.1 110.4 115 f25
8.5 10.0 118 122 10.0 14.3 13.4 14.4

6.8% 6 34% 45%

P/E Rxtlu 1.35
Auu'I Oh/d fluid 16%

($mll/) (55
Prulll 20.9

Psuu/88 Asssts-1282 $37.0 mill.
ObBg. $628 mill.

Ptd Stock $3.4 mill. PM Olv'4: $2 mill.

Common Stsck 15819812 shs.
as of 4/301 3

42.5% 41.3% 47

230.9 262.9 250.0 3101
5. 5.0%

89% 9.0% 0.6% 7.8%

52.

259 4

3339 3663 376.5 4050 4222 4352 40 4SD Nut P/But($ml//)

5.8% 5.0% 5.7% 5.2% 5.4% an Tulul

T.ig 82% 7 7 0.0% 6$% on Cum

519

5.5%

MARKET CAP: $325 mllgou

POSITION 2011 2012 3/31/13 106% 90% 94% 84% 79% 78% 98% 75%

BUSINESS: Middlesex Water Company engages in thu uwssrship
Bud uperudus of regulated wuhr utility systems iu New Juruuy, Dsl-
Bwsrs, sud Psurwyluuuiu. It Bhu operates water Bud wustswu!sr
systems under csulrucl on bshsg of municipal sud priruls dieuts io
NJ sud DE. Ns Middlesex System provides water seurices lu 60,000
retail cuslomsru, in Middhbux County. Nuw Jersey. in

Middlesex Water has a subpar histori-
cal record when it comes to dividend
growth. Over the past live and 10 years
respectively, the water utility has
managed to raise the annual dividend a
paltry 1.5%. This is among the lowest per-
centages in the water utility industry.
We don't expect this to change any-
time soon. Our forecast is for the rise in
the yearly payout to remain in the 1%-2%
range over the pull to 2016-2018. Part of
this is due to the company's existing high
ayout ratio which restricts future growth.
his is also why Middlesex's stock is cur-

rently yielding the highest in the group.
investors are willing to pay a premium
i.e. accept a lower yield in return for larger
dividend hikes in the future.)
Earnings have been surprising on the
upside lately. For the third consecutive
quarter, the company has posted solid

r
ear-over-year quarterly comparisons.
his is due mostly to higher residential

rates, which were implemented in 2012's
third quarter. We think the $ 4 million in
higher rates granted in Delaware and ad-
ditional $ 8 million allowed in New Jersey
will be enough to ensure earnings per

8

87% 03% 90% T3% Dlr'db tu Nel Prof 70%

2012, thu Middlesex System Bccuuxtsd for 65% of total revenues.
At 12/31/12, the company hud 279 employees. Incorporated; NJ.
Prebidsnl, CEO, sud Chairman: Dennis W. Doll. Dlliwm/dirscturb
owu 3.1% of the common Skmk; BlsckRock, 6.3%; The Vanguard
Gmup, 5.7% (4/13 proxy). Address: 150D Rouxbu Road, lssliu, NJ
DS630. Tslx 732634-1500 Iutsmet www.middlebsxwstur.curn.

share gains of 10% in 2013 and 5% next
year, despite the weakening in other busi-
ness areas. (See below.)
A weak performance in the cornmer-
cial and industrial markets will pre-
vent a better earnings showing. In the
recent past, the company lost two big con-
tracts that totalled almost $ 5 million in
revenue. In New Jersey, the borough of
Sayrevllle, has decided not to renew it con-
tract for wholesale water when it ends this
August. Also, the closing of a refinery
meant the loss of a major industrial com-
pany and $ 2.6 million in revenues.
Capital investment will likely help
long term growth. The company plans
on spending almost $ 75 million on capital
expenditures over the next three years.
Most of the money will be directed toward
the higher-margined, residential market,
which is much more predictable than the
commercial and industrial markets.
These timely shares are mostly for
momentum investors seeking a high
current-yield. Other companies in this
group offer a lower yield but higher poten-
tial total returns to 2016-2018.
James AL Flood July 79, 3073

Flusudul Strength
StsbDNy

Pries Growth Pmslstuucs

3 I 3.0 4.5
19.8 21 6 20 8

Current Assets 222) ~ ~5.
Accts Payable 5.7 3 8 4.5
Debt Duu 4.6 11.1 32.6
Other 364 41.1 14.7
Current Lish. ~ 55.9
Fix. Cob. 41 415%

ANNUAL RATES Past Past Esl'd '10.'12
cfdengs(psrd9 lsye. S vis to'16'18
Revenues 1.5% 1.0% 5.5%
"Cash Flow" 3.0% 2.0% T.DN
Esmiugs 3.5% 2.5% 4.0%
Dmdeudu 1.5% I 5% 1.5%
Book Value 4.5% 4.0% 2.5%

Cul- REYENUES fdlt) Full
Juo. 30 30 Duc. 31 Yesr

2011 102.1
2012 110.
2813 115
2014 (25

EARNINGSPERSNARE" Full
Msr.31 Juo. 30 30 Dec. 31 Ysur

.31
.17 2) .32 .12 .8(
.11 .23 .30 .17 .90
.20 .28 .35 .17 1%0
.IT .28 AS .20 1.05

GUARIERLY Diy)DENDS PAID sx Full
Year

.71

.72

.73

.74

24.0 26.1 20.7 23.3
23.5 27.4 32.3 27.1
27.D 2/Lg 320 28.0

2011

2012
2813
2014

CBI.

2M9 .178 .178 .178 .180
2810 .180 .160 .180 .183
2011 .183 .183 .103 .185
2012 .185 .165 .185 .1875
2013 .1875 .1875

95
3D
60

wbsxxnc sf 8 hwl.
scsmxlum. Nuwlbr 888. Irs

plmnbuc llxus u

Msy hul Sum lu
rounding. Next burnings report due curb/ Au- plan

()UBL (C) In miliuub, adjusted for splits.
0) Dividends hisluricsBy Paid in mid-Fsb., (0) Iuluugibls Bxssls in 2012: $9.2 migibh,

mtb vrhr USS Pubfub'88 uc. /e dubix rrxurwi Fbdubf mbirrirl ib Sbibwbd bum mSCCC brhmi ib lw wsbbh Sxd lb purdrd Sbhwi
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Target Prise
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Row" per sh
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Decl'd sh e

pef
Value sh 19.15

.65 6$ .88 2.15 .95 .94

4.3% 3.9% 3.0% 2.1% 3.0% 3.4%

CAPITAL STRUCTURE as of 3i31/13
Total Debt $355.1 mill. Due In 5 Yrs $21.2 mill.
LT Debt $3354 mill. LT inlerest$18 6 mill.
(Toiaf inleresi coverage; 4.6x) (55% of Cap'I)

Leases, Uncsphagxed: Annual rentals $4.7 mill.

.N I JN 1.05 1.27 i.77
3.5% 3.0% 24% 2.0% 1.7%

149.7 IK9 IM.I HI92 2K5
15.7

2. 1.6% 2.1% 2.7%

1.58 1.91 1.(5 133 1.31

2.3% 2.8% 2 8% 2.9% 3.N'8

2203 216.1 215.6 239.0 261.6 285 310
20.2 15.2 15.8 20.9 22.3 Kg KO

PIE Ratio 1A$
Ann'I Div'd Yield 2.5%

375

Pro51

Pension Assets N5.5 mi0.

0 b0g. $ 141 .0 mill.
Pfd Rock None.

Common Stock 20,020,372 shs.

MARKET CAP: $525 mglion

428.5 456.8 484.8 541.7 6455 604.2 718.5 785.5 756.2 831.6 NO NO
6.5% 7.6% 7 5JI% 4.

6.0% 6.2% 7 8. 9.$% IL5%

Plsni (imgl)

on Com

1159

61% M% NN 54% Dhr'ds to Nel Prof NN

Austin, Taxes. The company offers nonregulaled watervelaled
services, induding wafer system operabons, anh remigances, snd
maintenance contract services. SJW also owns end operates com-
mercial real calais inveslmenis. Has about 375 employees. Chrm 8

Chades J. Taenlskoeiier. Inc.r CA. Address: 110 W. Taybr Street,
San Jam, CA 95110. Tain (408) 279-7800. Int .corn.

While SJW is collecting higher rates on an
interim basis, we have a good idea of what
its earnings will be. In 2614, however, our
forecast is more tenuous. The bottom line
will depend to a great degree on what the
CPUC's final ruling is. Currently, we es-
timate a relatively reasonable ruling, one
that should enable the company's share
net to rise by a solid 6%, to $ 1.40.
Capital expenditures will be bur-
densome. Like most utilities, much of
SJW's infrastructure is outdated and in
need of modernization. The company es-
timates that it will have to spend $ 100
million annually over the next five-year
period far this purpose. Internally genera-
ted funds will fall far short of covering the
bill. Thus, large amounts of debt and equi-
ty offerings will be required.
These shares are timely. However,
while earnings will probably do well due ta
the interim rate hikes, long-term total re-
turns potential is subpar. Another nega-
tive is the chance of a harsh regulatory
ruling on the pending rate case, which
could impair the company's potential proF-
it growth.
James A. Flood duly 79, 2(773

8+
Stabgltlr 80

Price Growlh Persistence 60
80

88fl8reeh Of 8 Hlld.
nnuuei infernal ure. I(o

mws n

53% RI% 47% N!% 57% N% M% M%

26.7 2 5 2.1 SUSINESR SJW Corporagon engages in Ihe praluc5on, pur-
42.2 40.4 32.1 chase, storage, puriOceiion, distribution, and relet sale of wafer. It-

Current Assets ~ ~42 ~34 provides water service to approximately 227,000 wnnec6ans lhal
Accis Payable 7.4 0.5 10.9 serve a populabon of approxlmslely one million people n the San

Other
Debt Due

20.1 10.0 25.5 Jose erne and 8,700 conneaions ihel sama appronmalely 36,000

Cunwnt Lish ~2 ~f 591 residenls in a harv'ne area in the region belwaen San Anlonlo and

Fix. 247% 231% SJW has a major rate case pending.
ANNUALRATEs Past peel Esl'd'09'11 The utility flled a petition seeking higher
ardmgs(psrsh) IBYis 5Yrs. to'16'15 tariffs in early 20I2 with the California

Public Utility Commission (CPUC). SJW is
Earnings .0% -3.0% ysg seeking to raise rates by 21.5% in 2013,
Dwidends .0% 50% 45% 4,9% in 20(4, and )2.696 in 2016, resPec-

tively. The CPUC has been reasonable in
Cal- EOUUIEIEY REVENUES(8 milt) Full ita Past few rate cases, (with the exception

ender Mar31 Jun.35 30 Dee.31 Year of the allowed return on equity), but clear-
ly SJW is asking for large amounts of

2011 43.7 59.0 73.9 62.4 money. Cases such as these are a chal-
2012 512 656 824 62.4 lenge to regulators. There is a lot of politi-
2013 50.1 760 9&0 700 285 cal pressure to keep rates low, but SJW

has presented a good case as to why it
C,I. BfgffgN(MPERSHAREA Full needs the Funds. For example, expenses

ender IEar31 Jml.30 30 Dec.31 Year experienced large increases in 2012 as the
A4 . cost of purchasing water alone, by far the

2011 .03 .29 .44,35 111 largest expense, rose by more than 20%.
2012 06 28 53 .31 118 We think share net can rise bv double
2013 .07 32 AO 33 I N dipits this year. While the CPUC is con-
2014 .10 N N 35 fAO sidering the case, SJW was allowed to lm-
Cal. GUARIERLYDNDENDSPNDar Full plement higher rates on an interim basis.

ender The company's share net can increase by
2009 .165 .165 .165 .165 .66 1096, to $ 1.30, even though there was a
2010 .17 .17 .17 .17 .68 dilutive equity offering this April that in-
2011 .173 .173 .173 .173 .69 creased the number of shares outstanding
2012 .1775 .1775 .1775 .1775 .TI b 6%

Ih)ext year is a bit of a question mark.
io rounding.

: '03, $ 1.97; $3.78, '05, $ 1.09; (S) Drvdends hisioncaSy paid in early March,
$16.36; '08, $122; Next earnings June, Seplember, and December. ~ Dp'd reln-
report due late August egs. may not vestment plan available.
8 2018 vahe Lne mesne LLc m nrhn rerdved. Fedual mhiensl is obraned fram howoeh bdnml lo be nexus and s pownd wihun
THE PUBLISHER IS HOT RESPOHSIBLE FOR Any ERRORS OR OHGSIOHS HER EIH. Tivr eubkmen 8 Obirdy for 8 areas onn, norvro
d I lrrrr be dpeevod lreoa rhvdf w Imwxwld h Iwr plvxwl Okxhrnr d OHOI Imri d lnhrl ftv gnhxbllf tr rnnehhg Iwr pdldl 8 dhonvw
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Target Price
20196 2017
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0
0
I
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4.4% 3.3%

CAPITAL STRUCTURE as of 3/31H3
Total Debt $85 0 mel. Dea In 5 Yra $ 19.5 mill.
LT Debt $84.9 mill. LT Inlaraal $ 5.2 mill.

(Tais l interest coverage. 2.9x)
(46% of Cap'0

Panalnn Assets 12/I 2 $22.7 mrS.

Ob90, $34.7 mill.

P/d Stock Nnna

Common Stock 12,932,111 Bha.
aaofSIN13

IA9 1.36 IAO (.58 1.51 I AS iA5
32% 3.1% 2.9% 2.5% 2.8% 3.5% 38%A

20.9 22.5 268 28.7 31.4 32.8 37.0
4.4 58 6.1 6.4 6.4 7.5

1.32 1.50 1.55

38% 3.1% 3.1 Yi

39.9 40.6 41.4 44.0 45.0

8.9 9.1 9.3 10.2 11.3

1.2% 1.1% 1.

11.4% 10.0% 9.5% 9.2% 8.6% 9.8% 98%

45.5% &18%

116.5 140.0 155.3 174.4 191.6 211.4 222.0 228.4 2310 240.3 245250
7 5.5% 70%

P/E Rago 1.50
Ann'I Dldd Tlald 12%

(3mgl) 50.0

Pro0t 12.5

Plant (Smgl)

on Total

Com
MARKET CAP: $259 m0lkn
CURRENT POSITION 2011 2012 3/31H3

Csa'h Assets 4.0 4.0 4 6
I$RRL)

Accounts Receivable 6 0 6.4 5.6
Other 1.4 1.2 1.5
Currant Aaaals 11.4 11.6 11.7
Accla Payable 1.1 1.1 .9
Oabl Ona . I .I .I
Other 4.1 4.3 4.9
Cnrranl Liab ~ 5.5 5.9

Cov. 160% 156% 154%

ANNUAL RATES Past Past Eal'd '10-'12
ddwnga(prah) lgyra. Sym ln'16NS
Revenues 4.5% 3.5% 20%
"Cash Flow" 6.5% 6.5'7 4.0%
Eamrnga 5 5% 4.5% 4 0%
DMdenda 1.5% 3.0% 35%
Book Value 7 0% 6.0% 25%

Cal- CUARTERLY REVENUES mgi) Full
Bndar Rar.31 Jsn. 30 30 Dac. 31 Year

73% 74% 71% 6PA Didds lo Nal Prof 72%

nues; commercial and indnalnal (29%3 other (8%). It also provides
sewer billing services. Inoorpdralad: PA. Yerk had 103 fnlloma am-
ployaaa al 12/31/12. PrasdanYCEO: Jeffrey R. Hines. Of-

ficara/diraclara own 1.2% of Ihe common Block (3/13 proxy). Ad-
dress: 130 Eaal Market Slraal York, Pennsylvania I/401. Tele-
phone (717) 8458601.internet

ket return over the next six to 12 months.
In addition, looking long term, the issue is
already trading well within our projected
Target Price Range for 2016-2018. We also
estimate that the dividend payout will
only increase at a modest annual pace.
The company's near- and long-term
prospects aren't compelling, though it
does have an important rate case pending.
In order to recoup capital investments that
stemmed from maintenance outlays, York
submitted a request to the Pennsylvania
Utfl(ty Commission for an Increase in
water rates of $ 7.( million per year. We
think that York will be successful, at least
partly so, in getting the hike approved,
which will help revenues and profits. Fur-
thermore, and most Important, water is
one of the most essentials part of life.
Water providers, therefore, are almost as
critical, and demand for water ought to
continue to grow along with the popula-
tion. However, in order to keep the water
flowing, York will have to invest heavily in
improving its infrastructure, which will
hamper profits. Afl told, we project only
modest annual share net gains.
lan Gent/Ter July /9, Z/7/3

77% 79% 74% 77% S2% 85% 70% 72%

BUSINESS: The Yuk Water Company k the oldaal invaalorownad
regnfalad walar utility in Iha Unilad States. It haa operated cnnbn-
Annaly aincs 1816. As of December 31, 2012, the company'a svar-
aga dsgy avagabilily waa 35.0 mi0ian ga0nrw and ga service lash
lory had an aabmalad pnpnlalinn of 189,OM. Haa more Ihan 63,000
cnalomara. Raaldanlial cnalnmara acdnnnlad Inr 63% of 2012 nwa-

We are initiating coverage of The
York Water Company this week ln The
Value Lfne Investment Snyvoy. It is a
regulated water utility that puriflcs and
distributes drinking water to more than
63,000 customers in Pennsylvania. The
company was founded in 1816.
The equity has performed well of late.
Over the past three months, the stock
price has advanced about 896. In com-
parison, the S&P 500 Index is up approxi-
mately 49(r over the same time frame. In
our view, the outpcrformance stemmed
from some investors seeking more stable
stocks during the recent period of in-
creased volatility an Wall Street. On that
note, shares of York Water are now trad-
ing near their 52-week high.
York stock now seems richly valued.
The equity was recently trading at more
than 25 times our 20(3 share-earnings es-
timate, which is higher than its historical
average, as well as the multiple we project
to the 2016-20(8 time frame. /k)1 told, at
this time, we see little reason to take a
osition here. According to our proprietary
anking System for Timeliness, York

shares will underperform the broader mer-
n mdliona,
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10.1 11.0 11.7 1 12
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WATER UTiilTY fNOu8TRY 1421

Infrastructure costs ln the Water Utility Indus-
try wRl rise dramatically over the coming 20
years. Coosequently, larger compaales are acqulr-
1ag smaller ones ln as elfort to achieve economies
of scale.

Stocks in the Water Utfllty Industry are ranked
near the middle of tbe Value I,inc universe. Never-
theless, conservative investors csn Rnd appealiag
choices here due to favorable Safety reeks and
healthy IBvldend payouts.

Industry Consolidation
Infrastructure costs ln the water utrbty mdustry wifl

likely sear over the next two decades. Water utility
cmnpanies must constantly repair and upgrade their
%doting water/wastewater systems in arder to comply
with increasingly stringent rules issued by the Environ.
ment Protectien Agency (EPA) end local regulators
Many of the facilihes and pipes that transport water
were put in place over 200 years ego. The costs of
replanng these systems ls cormiderably higher now than
they were in the past, even ad)usting for inflation. Too,
the ongoing deplehen of nearby sources ofwater compels
many of the utilities to obtain water bum mar%distant,
mar%expansive sources. Water is diflicult and costly to
transport because it is heavy and incompresribla Nev-
ertheless, utilifles must wmtinue to keep paec with the
rising demand for drinking water from growing msiden-
tiai and industrial customers. Recent esflmates are that
it will cost hundreds of billions ef doflars to replace and
upgrade fafling water lnfrastructures over the nezt 20
years. This amounts to more than the satire current
assets of ths water industry in the United States. Much
of these costs wiU likely be flnanced by federal spending
snd higher water rates. Nonetheless, water utilities are
going to have to auto up much greater capital invest-
ments aver the coming years.

The costs sf staying tn compliance with drinking water
laws are espertally onerous for emafler regional comps.
nice because these companies have fewer customers aver
which to spread their cats. Small and mid sized water
utilitiee tend to wekome takeover offers fram larger,
bettercnpita1ized companies se that they can utilize the
bigger flrm's superior resources. For instance, the EPA's
new rules an the aflowable levels of arsenic fn drinkiag
water (10 parts per billion by January, 2009) is compel-
ling some smaller utilities to merge with larger ones in

()a%porn% Sfsttzfkz Waiw Uiifiiy irdusirf

wa moo wul

INDUSTRY TibIELINESS: 47 (of 89)

an effort to remain ln compliance vhth the naw stan-
dards. By purchasing these smafler entitiss, large utili-
ties seek to achieve economies of scale. Atco, s bigger
conipany gains greater geographic diversity that csn
reduce its susceptibility to unfavorable weather patterns
and potcntiefly burdensome local regulators. For ex.
nmple, the regulatory climate in Cali!ernie has been
CrtremCI) costly for utilities ln the past few years, so
compsnico have been actively loohng for acquisition
targets outside of the state.

Recent Regulatory Issues
Budget delicits at the federal, state, and hest levels

ought to hurt lvater utilities. lawmakers will probably
resist coinmitting scarce public funds towards mn)or
infrastructure projects. This is especiafly frustrahng for
wntor companies since it comes at a lime when they are
dishing out funds to improve occurity and protect their
water-distribution systems. We expert the industry to
lobby for grants, changes in the taz axle, and govern-
mant loans. Also, there is a new bill in the U,S. House of
Represontstives that wouM make compliance with fed-
eral drinking water standards a de!Once in lawadts
involving contaminants covered by such standards. If
enartai into lew, this rule couM reduce watercompanies'egal

expenses since it would make it much harder for
customers tn successfully sue for umtaminated water.

SDWA Regulations
The Ssfo Drinlring Water Act (SDWA) of 1974

{emended in 1996) authorizes the EPA to work with
state snd local governments to psriodicslly test for
impurities in drinking water. The EPA nuuuhtm the
acceptable level of certain eontaminants per a spec(flod
amount of water. Water utilities routinely spend large
portions of their annual capital budgets on efforts to
remain in compliance with SDWA guidelines. These
companies must abo comply with the 1972 Class Water
Act, and numerous other state and local laws.

Investment Advice
The water utility stocks in this review sre unlikely to

outperform the year-ahead market. Nonetheless, they
offer above.average Safety ranks, attractive dividend
yields, and decent risk.adjusteil total-return potential.

Joseph Espn(7(at
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FEDERAL RESERVE ress release

Release Date: July 31, 2013

For immediate release

Information received since the Federal Open Market Committee met in June suggests that economic
activity expanded at a modest pace during the first half of the year. Labor market conditions have
shown further improvement in recent months, on balance, but the unemployment rate remains
elevated. Household spending and business fixed investment advanced, and the housing sector has
been strengthening, but mortgage rates have risen somewhat and fiscal policy is restraining
economic growth. Partly reflecting transitory influences, inflation has been running below the
Committee's longer-run objective, but longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate will gradually decline toward
levels the Committee judges consistent with its dual mandate. The Committee sees the downside
risks to the outlook for the economy and the labor market as having diminished since the fall. The
Committee recognizes that inflation persistently below its 2 percent objective could pose risks to
economic performance, but it anticipates that inflation will move back toward its objective over the
medium term.

To support a stronger economic recovery and to help ensure that inflation, over time, is at the rate
most consistent with its dual mandate, the Conunittee decided to continue purchasing additional
agency mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury
securities at a pace of $45 billion per month. The Committee is maintaining its existing policy of
reinvesting principal payments from its holdings of agency debt and agency mortgage-backed
securities in agency mortgage-backed securities and of rolling over maturing Treasury securities at
auction. Tal&cn together, these actions should maintain downward pressure on longer-term interest
rates, support mortgage markets, and help to make broader financial conditions more
accommodative.

The Committee will closely monitor incoming information on economic and financial developments
in coming months. The Committee will continue its purchases of Treasury and agency mortgage-
backed securities, and employ its other policy tools as appropriate, until the outlook for the labor
market has improved substantially in a context of price stability. The Committee is prepared to
increase or reduce the pace of its purchases to maintain appropriate policy accommodation as the
outlook for the labor market or inflation changes. In determining the size, pace, and composition of
its asset purchases, the Committee will continue to take appropriate account of the likely efficacy
and costs of such purchases as well as the extent of progress toward its economic objectives.

To support continued progress toward maximum employment and price stability, the Committee
today reaffirmed its view that a highly accommodative stance of monetary policy will remain
appropriate for a considerable time after the asset purchase program ends and the economic recovery

http://federalreserve.gov/newsevents/press/monetary/2013073 I a.htm
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strengthens. In particular, the Committee decided to keep the target range for the federal funds rate
at 0 to I//4 percent and currently anticipates that this exceptionally low range for the federal funds
rate will be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation between one and two years ahead is projected to be no more than a half percentage point
above the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue to
be well anchored. In determining how long to maintain a highly accommodative stance of monetary
policy, the Committee will also consider other information, including additional measures of labor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. When the Committee decides to begin to remove policy accommodation, it
will take a balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent.

Voting for the FOMC monetary policy action were: Ben S. Bernanke, Chairman; William C.
Dudley, Vice Chairman; James Bullard; Elizabeth A. Duke; Charles L. Evans; Jerome H. Powell;
Sarah Bloom Raskin; Eric S. Rosengren; Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen.
Voting against the action was Esther L. George, who was concerned that the continued high level of
monetary accommodation increased the risks of future economic and financial imbalances and, over
time, could cause an increase in long-term inflation expectations.
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FEDERAL RESERVE ress release
Release Date: September /8, 20/3

For immediate release

Information received since the Federal Open Market Committee met in July suggests that economic
activity has been expanding at a moderate pace. Some indicators of labor market conditions have
shown further improvement in recent months, but the unemployment rate remains elevated.
Household spending and business fixed investment advanced, and the housing sector has been
strengthening, but mortgage rates have risen further and fiscal policy is restraining economic
growth. Apart from fluctuations due to changes in energy prices, inflation has been running below
the Committee's longer-run objective, but longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate will gradually decline toward
levels the Committee judges consistent with its dual mandate. The Committee sees the downside
risks to the outlook for the economy and the labor market as having diminished, on net, since last
fall, but the tightening of financial conditions observed in recent months, if sustained, could slow
the pace of improvement in the economy and labor market. The Committee recognizes that inflation
persistently below its 2 percent objective could pose risks to economic performance, but it
anticipates that inflation will move back toward its objective over the medium term.

Taking into account the extent of federal fiscal retrenchment, the Committee sees the improvement
in economic activity and labor market conditions since it began its asset purchase program a year
ago as consistent with growing underlying strength in the broader economy. However, the
Committee decided to await more evidence that progress will be sustained before adjusting the paceof its purchases. Accordingly, the Committee decided to continue purchasing additional agency
mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury securities at
a pace of $45 billion per month. The Committee is maintaining its existing policy of reinvesting
principal payments from its holdings of agency debt and agency mortgage-backed securities in
agency mortgage-backed securities and of rolling over maturing Treasury securities at auction.
Taken together, these actions should maintain downward pressure on longer-term interest rates,
support mortgage markets, and help to make broader financial conditions more accommodative,
which in turn should promote a stronger economic recovery and help to ensure that inflation, over
time, is at the rate most consistent with the Committee's dual mandate.

The Committee will closely monitor incoming information on economic and financial developments
in coming months and will continue its purchases of Treasury and agency mortgage-backed
securities, and employ its other policy tools as appropriate, until the outlook for the labor market has
improved substantially in a context ofprice stability. In judging when to moderate the pace of asset
purchases, the Committee will, at its coming meetings, assess whether incoming information
continues to support the Committee's expectation of ongoing improvement in labor market
conditions and inflation moving back toward its longer-run objective. Asset purchases are not on a

http://www, federalreserve.gov/newsevents/press/monetary/20130918a.htm 10/I /2013
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preset course, and the Committee's decisions about their pace will remain contingent on the
Committee's economic outlook as well as its assessment of the likely efficacy and costs of such
purchases.

To support continued progress toward maximum employment and price stability, the Committee
today reaffirmed its view that a highly accommodative stance of monetary policy will remain
appropriate for a considerable time after the asset purchase program ends and the economic recovery
strengthens. In particular, the Committee decided to keep the target range for the federal funds rate
at 0 to I/4 percent and currently anticipates that this exceptionally low range for the federal funds
rate will be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation between one and two years ahead is projected to be no more than a half percentage pointabove the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue tobe well anchored. In determining how long to maintain a highly accommodative stance ofmonetary
policy, the Committee will also consider other information, including additional measures of labor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. When the Committee decides to begin to remove policy accommodation, itwill take a balanced approach consistent v ith its longer-run goals of maximum employment and
inflation of 2 percent.

Voting for the FOMC monetary policy action svere: Ben S. Bernanke, Chairman; William C.
Dudley, Vice Chairman; James Bullard; Charles L. Evans; Jerome H. Powell; Eric S. Rosengren;
Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen. Voting against the action was Esther L.
George, who was concerned that the continued high level of monetary accommodation increased therisks of future economic and financial imbalances and, over time, could cause an increase in long-
term inflation expectations.
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FEDERAL RESERVE BALANCE SHEET, AS OF I8 SEPTEMBER 2OI3

Millions of dollars

Reserve Bank credit, related items, and

reserve balances of depository institutions at

Federal Reserve Banks

Week ended

18-Se -13

Averages of daily figures

Change from week ended

11-Se -13 19-Se -12

Wednesday

18%ep-13

Reserve Bank credit
Securities held outright'.S.

Treasury securities
Bills

3,672,426
3,448,758
2,047,534

0

56,429
54,582
9,253

0

+ 892,761
+ 862,091
+ 404,071

0

3,679,297
3,455,478
2,052,055

0

Notes and bonds,

nominal'otes

and bonds, inflation-indexed

Inflation

compensation'ederal

agency debt

securities'ortgage-backed

securities'7,209

+

13,317 +

63,974

1,191

89

456

1,337,250 45,784

1,947,007 + 7,972 + 385,335

+ 15,425

3,309

23,188

+ 481,208

1I951,525

87,209

13,321

63,652

1,339,771

Unamortized premiums on securities held
outriight
Unamortized discounts on securities held

outright
Repurchase agreements
Loans

Primary credit
Secondary credit
Seasonal credit

Term Asset-Backed Securities Loan Facility

Other credit extensions

Net portfolio holdings of Maiden LaneLLC'et

portfolio holdings of Maiden Lane IILLC'et

portfolio holdings of Maiden Lane III LLC"

Net portfolio holdings of TALF LLC"

Float

Central bank liquidity swaps"'ther

Federal Reserve assets"

Foreign currency denominated assets"

Gold stock

Special drawing rights certificate account

203,834 +

-6,296

0

286
30

0

154

102

1,498 +

64

22

112

-668 +

262

24,555

23,822 +

11,041

5,200

686

590

0

13
12

0

1

12

101

58

1,703

152

+ 50,855

4,542

0

1,527
17

0

33

1,577

394

1, 563

739

14,480

3,063

2,160

204,077

-6,439

0

302
51

0
149

102

1,496

64

22

112

-651

262

24,575

23,880

11,041

5,200

Sourci Federal Reserve Board ofGouernors, Statistical Release, K43
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Millions of dollars

Sourct Federal Reserue Board ofGouernors, Statistical Release, H.44
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FEDERAL RESERVE BALANCE SHEETy AS OF 18 SEPTEMBER 2013

Millions of dollars
1. Factors Affecting Reserve Balances of Depository Institutions (continued)
Millions of dollars

Reserve Bank credit, related items, and

reserve balances of depository institutions at

Federal Reserve Banks

Week ended

18-Se -13

Averages of daily figures

Change from week ended

11-Se -13 19-Se -12

Wednesday

18-Sep-13

Currency in

circulation'everse

repurchase agreements"

Foreign official and international accounts

Others
Treasury cash holdings
Deposits with F.R. Banks, other than reserve
balances

Term deposits held by depository institutions

U.S. Treasury, General Account

Foreign official

Other
Other liabilities and capital"

1,205,074

92,828

92,828

0

144

100,392

11,662

48,099

8,740
31,892
65,971

2,441

240

240

+ 28,444

+ 11,662

9, 548

254
7,489
2,798

+ 80,013

2,262

977

1,286
36

25,289

8,622

16,617

3,180
20,473

1,275

1,204,998

93,020

93,020

0
152

148,661

11,662

60,914

8,874
67,211
63,858

Total factors, other than reserve balances,

absorbing reserve funds
1,464,408 + 29,043 + 51,221 1,510,688

Reserve balances with Federal Reserve
Banks 2,293,383 + 27,552 + 840,068 2,254,032

Note: Components may not sum to totals because of rounding.
1 Indudes securees lent to dealers under Ihe ovemtght securities lending famlily; refer to table 1A
3 Face value of lhe securities.
3 campensslion that adlusts for the effec of inllatton on the original face value of inflagotvtndexed securities.
4 Guaranteed by Fannie Mas. Freddie Mac, and Ginnie Mae. The current face value shown is the remaining prmmpal balares of

Ihs ssculhlss.
6 Regscts Ihe premium ar discount, which is Ihe differeree tetween the purchase pres

and lhe face value of the securities that has ret been amortized. For u S. Treasury and Federal agency debt securities, amortuaaan is on s slraighlzlne basis For mortgage-
backed securities, smorbzaten is on an sffectivsvnterest basis

6 Cash value of agreemsnts.
T Includes credit exterded by Ihe Federal Reserve Bank of New York lo eligible borrowers through the Term Asset-Backed Securibes Loan Facility.

6 Refer ta table 4 and the note on consolidation accompanying table 9.

9 Refer lo table 5 and tha note on consolidation accompanying table 9.

10 Refer lo labia 6 and the note an consolidation accompanying table 9.

11 Refer lo labia 7 and the note an carwalidation accompanykvg table 9.

19 Dollar value of foreign currency held under these agreemsnls valued at Ihe exchange rate lo be used when the fareign currency is returned

to the foreign central bank. This exchange rale equals ths market exchsres rate used when the foreign currency was acquired from the

foreign central bank.

13 Indudes accrued interest, which represents the daily accumulation of interest earned, and other accaunts receivable. Alas, includes Reserve Bank premises and equip-
ment nst of allowances for depreciation.

14 Revalued daily at current foregn currency exchange rates.

Sourcf Federal Reserve Board ofGovernors, Statistical Release, H.d.f
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FEDERAL RESERVE BALANCE SHEET, AS OF x8 SEPTEMBER 2ox3

Millions of dollars
IS Estimated.

18 Cash value of agreemenls, wlach are cooateralmm by U.S. Treasury securities, federal agency debt securitres, and martgage-backed securitws.

17 Indudes the liabilaes of Maiden Lane LLC. Maiden lane 1 LLC, Maiden Lane NI LLC, and TALF LLC to entities other than the Federal Reserve sank of issw York, inctuding

liabilkiss that have recourse only to the portfolio holdkngs af these LLCs. Refer to table 4 through table 7 and the note on coredidalion accompanying table 9. Also includes the

lmbeily far intwsst an Federal Reserve notes due to U.S. Treasury. Refer ta table g end table 9

Sources: Federal Reserve Banks end the U.S. Department of the Treasury

Sourct Federal Reserue Board ofGouernors, Statisticaf Release, H.4.7


